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FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED 
OPERATORS 


WEDNESDAY, JUNE 10, 1959 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON MERCHANT MARINE, 
OF THE CoMMITTEE ON MrercHant MartNeE AND FISHERIES, 
Washington, DL. 

The subcommittee met at 3:05 p.m., pursuant to call, in room 219, 
Old House Office Building, Hon. Herbert C. Bonner (chairman) 
presiding. 

Present: Representatives Bonner, Boykin, Zelenko, Ashley, Van 
Pelt, Ray, and Pelly. 

Present also: Representative Rivers. 

Staff members present: John H. Drewry, chief counsel, and Wil- 
liam B. Winfield, clerk. 

The Cuatrman. The committee will come to order. The commit- 
tee is meeting this afternoon to consider H.R. 7601, which is an en- 
largement of the original bill introduced previously, H.R. 6601, deal- 
ing with public hearings on applicants for subsidy operation. 

The witness is Mr. Morse. 

At the present time there is not a report before the committee. 

(The bills referred to follow :) 


[H.R. 6601, 86th Cong., 1st sess.] 


A BILL To amend section 605 of the Merchant Marine Act, 1936, to provide further 
requirements for applicants for operating- differential subsidies 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 605 of the Merchant Ma- 
rine Act, 1936, is amended by adding at the end thereof the following new 
subsection : 

“(d) No contract shall be made under this title with respect to a vessel to be 
operated on a service, route or line served by a citizen of the United States 
unless the Board shall determine, following public hearings, that the applicant 
does not control, is not controlled by, and is not under common control with, 
any person who, directly or indirectly, owns, charters, acts as agent or broker 
for, or operates any foreign-flag vessel which competes with any American-flag 
service determined to be essential as provided in section 211 of this Act.” 


{H.R. 7601, 86th Cong., 1st sess.) 


A BILL To amend the Merchant Marine Act, 1936, eo Brerite further requirements for 
applicants for and contractors under pecatte. differential subsidy contracts 


Be it enacted by the Senate and House of Representatives of the United 
State of America in Congress assembled, That section 605 of the Merchant Ma- 
rine Act, 1936, is amended by adding at the end thereof the following new sub- 
section : 

“(d) No contract shall be made under this title with respect to a vessel to be 
operated on a service, route or line served by a citizen of the United States 
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unless the Board shall determine, following public hearings, that the applicant 
does not control, is not controlled by, and is not under common control with, any 
person who, directly or indirectly, owns, charters, acts as agents or broker for, 
or operates any foreign-flag vessel which competes with any American-flag 
service determined to be essential as provided in section 211 of this Act.” 

Sec. 2. That section 804 of the Merchant Marine Act, 1936, is amended to 
read as follows: 

“It shall be unlawful for any contractor receiving an operating-differentia) 
subsidy under title VI or for any charterer of vessels under title VII of this Act, 
or any holding company, subsidiary, affiliate, or associate of such contractor or 
such charterer, or any officer, director, agent, or executive thereof, directly or 
indirectly to own, charter, act as agent or broker for, or operate any foreign-flag 
vessel which competes with any American-flag service determined by the Board 
to be essential as provided in section 211 of this Act: Provided, however, That 
under special circumstances and for good cause shown the Board may, in its 
discretion, following public hearings, waive the provisions of this section as to 
any contractor, for a specific period of time, by the unanimous vote of its 
members.” 


STATEMENTS OF CLARENCE G. MORSE, CHAIRMAN, FEDERAL MARI- 
TIME BOARD, AND MARITIME ADMINISTRATOR, ON BEHALF OF 
THE BOARD AND THE DEPARTMENT; AND THOMAS LISI, OFFICE 
OF GENERAL COUNSEL 


Mr. Morse. Mr. Chairman, I have a prepared statement which I 
will read with your permission. 

The Department and the Federal Maritime Board have no objec- 
tion to the provisions of H.R. 6601 and H.R. 7601 to require public 
hearings with respect to foreign-flag connections of applicants for, 
and holders of, operating-differential subsidy contracts under title VI 
of the Merchant Marine Act, 1936, as amended, if the Congress finds 
that such procedures are required in the public interest, subject, how- 
ever, to considerations and amendments hereinafter discussed and 
recommended. 

The bill, H.R. 6601, and the first section of H.R. 7601, would amend 
section 605 of the 1936 act by adding a new subsection (d). It would 
prohibit the making of an operating-differential subsidy contract 
under title VI with respect to a vessel to be operated on an essential 
trade route served by a citizen of the United States unless the Federal 
Maritime Board shall determine, after public hearings, that the ap- 
plicant does not control, is not controlled by, and is not under common 
control with any person who directly or indirectly owns, charters, acts 
as agent or broker for, or operates any foreign-flag vessel which com- 
petes with any essential American-flag service. 

Section 2 of the bill H.R. 7601 would amend section 804 of the 
Merchant Marine Act, 1936, which prohibits certain foreign interests 
and relationships on the part of the operator who holds an operating- 
differential subsidy under title VI, when such interest or relationship 
relates to a foreign flag vessel in competition with an essential Amer- 
ican service. The Board may, under special circumstances and for 
good cause shown, in its discretion, waive the provisions of the sec- 
tion as to any contractor for a specific period of time. The bill pro- 
poses to amend this section to require public hearings and a unani- 
mous vote of the Board before allowing a waiver. 

It should be noted that the section 804 prohibition expressly in- 
cludes the contractor, whereas the proposed 605(d) does not prohibit 
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the contractor himself from using foreign flag vessels. The prohib- 
ited interests and relationships in the proposed section 605 (d) differ 
from those in section 804, in that section 804 also prohibits foreign 
interests and relationships on the part of an officer, director, or execu- 
tive of the contractor. 

Neither section 804 nor any provision of title VI now require public 
hearings with respect to the question of foreign interests or relation- 
ships. It is considered significant that hearings are not required in 
connection with the granting of subsidy except in section 605(c) and 
section 805 of the act. Section 605(c) requires that, before a con- 
tract for operating subsidy is made with respect to a vessel to be op- 
erated on a trade route already served by citizens of the United States, 
determinations as to adequacy and inadequacy of service and possible 

rejudice to existing U.S.-flag service must be made after hearings. 
Bastion 805 calls for hearings in respect of unfair competition to de- 
mestic operators. It is clear that the issues involved in applications 
for subsidized operation of vessels on a service, route, or line already 
served by one or more citizens of the United States are fundamental 
and of basic concern to the general public interest and to operators, 
whether subsidized or unsubsidized, already serving in the given 
service. 

The Board coordinates the administration of the provisions of title 
VI with respect to applications for subsidy with the provisions of 
section 804. This is accomplished in accordance with normal admin- 
istrative procedure and in accord with the recognized area of discre- 
tion vested in all administrative bodies under constitutional and ad- 
ministrative law. ‘This procedure involves broad and intensive ex- 
amination, investigation, and study by the staff of the Board and the 
Board itself of applications for operating-differential subsidy, with 
particular reference to possible competition and prejudicial effect 
upon essential trade route services. ‘This procedure and the require- 
ments for qualifying for operating-differential subsidy provide the 
fullest opportunity to search out interests or connections or arrange- 
ments with respect to the ownership or the use of vessels involved in 
the application. 

Section 601(b) requires sworn statements from applicants for sub- 
sidy, disclosing names of persons holding any interest, direct or in- 
direct, in the application or in the ownership or use of the vessel, 
routes, or lines covered thereby ; the nature and extent of interest, and 
all other statements of facts, financial or otherwise, as may be re- 
quired by the Board. An applicant for operating subsidy is required 
pursuant to section 601(b) to make a statement under oath in his ap- 
plication concerning the existence of any foreign flag interests and 
connections. In keeping with the policy prescribed in section 804, 
the present Board and its predecessor agencies have followed the 
procedure of fully examining and carefully considering foreign flag 
interests and connections of the applicant before finally approving or 
otherwise acting upon the application. No application has ever been 
approved without such an examination having been made. 

Under section 214 of the 1936 act, the Board has full authority to 
subpena witnesses and require the production of books and documents 
relevant or material to any matter under investigation. Section 801 
requires inclusion in every title VI (or VII) contract of requirements 
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that the contractor and every affiliate, domestic agent, subsidiary, or 
holding company connected with, or directly or indirectly controttia 

or controlled by, the contractor (1) keep its books, records, an 

accounts relating to the operations and transactions under the con- 
tract, in accordance with regulations of the board; (2) file balance 
sheets, profit-and-loss statements, and other statements of financial] 
operations and transactions under the contract; (3) authorize the 
Board to examine and audit records of the contractor and all persons 
interested in or holding relationship with the contractor; and (4) 
acknowledge the right of the Board to rescind the contract and be 
relieved of liability under the contract in the event of willful failure 
or refusal to comply with the contract provisions. 

Thus, there is ample provision in the act under which the Board 
may secure necessary information and make the necessary investi- 
gations upon which to determine whether or not the interests and 
connections, whether domestic or foreign, of a subsidized operator or 
an applicant for subsidy or an applicant for waiver under section 
804 would be prejudicial and contrary to the policy of the Merchant 
Marine Act, 1936. The foreign interests and relationships which are 
already prohibited under section 804 of the act are examined and 
investigated in acting upon applications for operating-differential 
subsidy and extensions thereof. We are convinced that a mandatory 
public hearing would not bring out any evidential facts or circum- 
stances beyond those elicited through the processes of examination 
and investigation by experienced examiners and investigators. 

The absence of a mandatory provision for hearings with respect 
to matters of foreign flag interests or relationships does not, in our 
opinion, when the normal and accepted functions of examination and 
investigation are taken into consideration, prejudice the American 
operators, subsidized or unsubsidized, nor cause harm to the general 
public interest. These foreign affiliations and relationships, as sec- 
tion 804 of the 1936 act now recognizes by its waiver clause, may or 
may not be harmful or prejudicial to competing U.S. vessels and 
service, or to the carrying out of the policy of the Merchant Marine 
Act, 1936. 

The Board and its predecessors, under section 804 and in its action 
on applications under title VI for operating-differential subsidy con- 
tracts, have determined that some foreign interests are not, because of 
special circumstances and good cause shown, harmful or prejudicial. 

The standards now in effect (copy attached) for guides in the 
review and processing of waiver applicatins under section 804 were 
adopted in May 1953. These guides indicate that such affiliations as 
feeder services, cargo solicitations, and agency agreements may be of 
such affirmative benefit to the American merchant marine as to jus- 
tify waiver of the prohibition against particular foreign interests or 
affiliations. In fact, there are possible circumstances of foreign col- 
laboration probably outside the prohibition of section 804, but which 
require Board examination in connection with conference agreements. 

It should be noted that under the proposed section 605(d) and 
the amended section 804, we would have the anomalous situation 
that the existence of the foreign interest or relationship would pre- 
vent the making of a subsidy contract under title VI, and yet the 
existence of such an interest or relationship after a contract is made 
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could under proper circumstances and for good cause be waived by 
the Board, either under the existing law or the proposed amendment 
of section 804. 

If the committee favorably considers the proposed requirement for 
hearings in both section 605(d) and section 804, this anomalous situ- 
ation should be corrected. The Board feels that authority (as now 
exists under section 804 and would exist under the amended section 
804) should be vested in the Board in the new section 605(d) to 
determine whether the facts found as to foreign interests and rela- 
tionships should be a bar to granting subsidy. 

If, on the other hand, Congress should decide that the existence 
of certain foreign interests and relationships should prohibit the 
making of a subsidy contract, section 804 should be amended to take 
away the authority to grant any waiver with respect to such foreign 
interests or relationships. 

If hearings are ‘ate mandatory, the usual practice should be fol- 
lowed to the effect that if, after public notice of opportunity to ap- 
pear, no request for appearance is received and no intervenor is 
found to have a substantial interest, then the application should be 
processed without hearing. i" 

The proposed section 605(d) would impose a very heavy additional 
burden when applied to pending applications for operating-differen- 
tial subsidy under title VI. Section 605(c) of the 1936 act requires 
that before a contract for operating subsidy is made with respect to 
a vessel to be operated on a trade route already served by citizens of 
the United States, determinations as to adequacy and inadequacy of 
service and possible prejudice to existing U.S.-flag service must be 
made after hearings. 

The Board believes that it would be unrealistic and even unfair 
to subject pending applicants for subsidy to the additional procedure 
of a second public hearing, conducted at further oaeae to the appli- 
cant and to the Government, when it is highly doubtful whether any 
further pertinent and relevant information would be obtained on the 
questions of foreign affiliation or relationship that is not already 
available to the Board as a result of its administrative handling of 
such pending applications. 

The requirement in H.R. 7601 for unanimous vote of members of 
the Board for a waiver under section 804 is inconsistent in two re- 
spects to Reorganization Plan No. 21 of 1950. The plan puts the 
administration of section 804 in the Secretary of Commerce, Maritime 
Administration, not the Board. Section 102(d) of the plan now 
permits the Board to function in any matter by an affirmative vote 
of two members so that it can function in case of a vacancy. 

It appears that waivers now in force under section 804 can be re- 
examined upon termination of the period of the waiver or upon can- 
cellation thereof as provided under the waivers. 

The Federal Maritime Board strongly urges that, if the committee 
adopts the requirements of public hearings contained in the bills, it 
be limited in its application to applicants for subsidy to those whose 
applications have not been substantially processed and that the bills 
be amended to coordinate the proposed amendment to section 605 
with the existing law, particularly section 804. We recommend that 
the bills exempt applicants for subsidy contracts whose applications 
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have been considered in public hearings under section 605(c) of the 
1936 act; i.e., When the taking of testimony has been concluded. 

It is, therefore, rec ommended that, if the bills are given favorable 
consideration by your committee, H. R. 6601 and the “first section of 
H.R. 6701 be amended to read as follows: That section 605 of the 
Merchant Marine Act, 1936, as amended, is amended by adding at the 
end thereof the following new subsection : 


(d) Before awarding any contract for operating-differential subsidy under 
this title, the Board shall, after a public hearing, determine whether or not the 
applicant for such subsidy, or any holding company, subsidiary, affiliate, or 
associate of such applicant, or any officer, director, agent, or executive thereof, 
directly or indirectly, owns, charters, acts as agent or broker for, or operates 
any foreign-flag vessel which competes with any American-flag service deter- 
mined to be essential under section 211 of this Act. If the Board determines that 
the applicant or such holding company, subsidiary, affiliate, or associate, or 
other person has such interest in, relationship with, or so acts in respect of, 
any foreign-flag vessel competitive with an American-flag service, the Board 
shall not enter into a contract with the applicant under title VI unless it is 
also determined after such public hearing that special circumstances exist, and 
good cause is shown, which in the discretion of the Board justify the making of 
the contract with the applicant, notwithstanding any such foreign-flag interest, 
relationship, or activity. This amendatory subsection shall apply to applica- 
tions for operating-differential subsidy contracts pending on the date of en- 
actment of this subsection which have not been finally acted upon by the 
Board, unless taking of evidence under section 605(c) of the Merchant Marine 
Act, 1936, as amended, in connection with such application, has been com- 
pleted. 


(The document referred to in the formal statement follows:) 


JENTLEMEN: Pursuant to your recent oral request, there are outlined below 
the general standards which have been adopted as guides in the review and 
processing of waiver applications under section 804 of the Merchant Marine 
Act, 1936. These standards were approved by the Acting Maritime Administra- 
tor on May 29, 1953, after clearance with and by direction of the Maritime Ad- 
ministrator. 

A. The granting of a waiver under any circumstances must be of benefit in 
the promotion of the policy and purposes of the Merchant Marine Act of 1936, 
as amended. There must be an affirmative showing of benefit to the operator, 
to the American merchant marine generally or to the national defense. 

B. “Special circumstances” and “good cause” may be said to exist: 

1. Where the granting of the waiver would enable a subsidized operator 
or other U.S.-flag operators to benefit by obtaining preference as to pas- 
senger and cargoes that would otherwise move in foreign vessels. 

2. Where the granting of the waiver shows a potential to enable the 
subsidized operator to increase its operating efficiency and decrease operat- 
ing costs through faster turnaround, more adequate coverage of ports of 
all, ete. In applying this standard, it must be demonstrated that such 
increased efficiency or decreased operating costs could not otherwise be 
achieved. 

38. Where the granting of a waiver would enable the applicant or other 
U.S.-flag operators to more effectively compete with its foreign-flag com- 
petitors without detriment to any U.S. operator. 

4. Where the granting of the waiver would enable the subsidized U.S.-flag 
operator to increase its own operating efficiency and passenger and “cargo 
potentials through enhanced knowledge of vessel operations of its foreign- 
flag competitors. 

5. Where the granting of the waiver would put the subsidized operator 
in the position to control (or restrict) by a husbanding arrangement certain 
activities of the vessels of a direct foreign-flag competitor. 

C. None of the above-listed guides, however, can be considered “special cir- 
cumstances” and “good cause” for the granting of an 804 waiver if it enna 
that the granting of said waiver would work to the detriment of other U.S.-flag 
operators, the United States, or the U.S. merchant marine as a whole, since in 
any case it would be contrary to the purposes and policies of the 1936 act. 
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D. Although the receipt of some revenue from the agency services rendered is 
not of itself deemed a “special circumstance” and “good cause” for the granting 
of an 804 waiver, since receipt of revenue is a normal circumstance of conduct- 
ing business and not a special one, the degree and amount of net earnings from 
the agency may be considered in applying these standards. 

E. The fact that some foreign-flag company would obtain the agency service 
if a subsidized operator did not take it is not sufficient cause for granting a 
section 804 waiver. 

Very truly yours, 
(Signed) TuxHos. E. STaKem, Jr. 
(For Walter C. Ford, Deputy Maritime Administrator). 

The CuarrMan. Does the committee understand the recommenda- 
tion in the statement that you made that public hearings applicable 
to both sections 605 and 804 would not be necessary but would be 
useless 4 

Mr. Morse. We, and I speak for the full Board, feel that public 
hearings under the 804 question, the foreign affiliation question, would 
gain little or nothing. We feel that the examinations and investiga- 
tions that the Board makes under existing procedures adequately dis- 
close all foreign affiliations of any applicant. 

The Cuarrman. Is that public? 

Mr. Morse. Those are not public hearings, no, sir. 

The CuarrMan. That is the question that I am interested in, a pub- 
lic hearing. I want the witness to thoroughly understand that there 
is no specific case in mind but it is felt that the conduct of the Mari- 
time Board, the Department of Commerce, and the whole operation 
of subsidy payments would be in better standing if the entire matter 
were open to public hearings and they understood just what the con- 
nections are, what the affiliations are, and so forth. That is the in- 
tent of the bill. 

It is true that the members have not had the opportunity to receive 
a report on the bill and I am not criticizing the Maritime Adminis- 
tration because I realize that the time has been short. Also I realize 
that after the introduction of the bill on April 23, the additional sec- 
tion in H.R. 7601 was brought in which did not offer full opportunity 
for study and report. But the two sections go hand in hand. 

Now, it is going to be a question of whether this committee wants 
all of this matter out in the open or whether it is going to agree that 
it should be by waiver without public hearing. 

Mr. Ray. Mr. Chairman, may we have from either counsel or wit- 
ness some background information? Have there been complaints in 
this field? Are we dealing with the question of theory ? 

The Cuatrman. We are dealing to some extent with the budget 
message. The budget message recommended that the 1936 act be re- 
viewed, if you recall. 

Mr. Ray. In this respect ? 

The CuarrMan. Not in this respect. It did not point out any par- 
ticular place. 

Mr. Ray. Have we made a review of that act ? 

The CuHatrrman. No; we have not. 

Mr. Ray. Iam curious as to the origin of it. 

The Cuatrman. The origin is with the chairman. Here is the sit- 
uation. This has a connection. The contracts are signed. May I 
Bay pastnntarly that your side of the aisle has brought up these points 

ore? 
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These contracts are binding and the Appropriations Committee 
has nothing whatsoever to do but to appropriate that money after 
the contracts are signed. 

Now a question that has been raised is whether or not this committee 
should authorize sailings, not authorize sailings in any particular 
instance or for any particular applicant, but the total number of sail- 
ings per year. 

hen the Maritime Board would come here and justify the necessity 
for further subsidized sailings. And for this committee to get any 
information on the matter, we must read the hearings of the Appro- 
priations Committee. The hearings are held before the Appropria- 
tions Committee. It is true they hold hearings. They might decline 
to appropriate the moneys for the contracts that have already been 
made, but you, as one of the outstanding lawyers on this committee, 
would question whether or not the Government is not responsible for 
the contracts they have already made. There is no discretion left 
with the Congress as to the appropriation of funds. 

This will bring it all out in the open and the record can be had, 
and whether or not you want to justify the number of sailings here 
before this committee or whether you want to leave the jurisdiction of 
this question with the Appropriations Committee to do it in legisla- 
tion in the name of limitation, and that is what they are doing, they 
are legislating in the name of limitation. 

Years ago a point of order stood before this question of limitation 
on appropriations which came up. Now most anything gets by against 
a point of order under the debate that it is a limitation on the appro- 
priation. Now, this is the first step. 

Mr. Ray. May I ask further: Public hearings would produce a 
record which would be available. Is it the expectation that this com- 
mittee would act as a sort of board of review in passing upon the 
proposed decision of the Board ? 

The CuatrMAN. I would not think so, not under this. If this com- 
mittee desired to have those records brought down and if there were 
any reason why a member of this committee desired to have those 
hearings explained, then certainly it would be the responsibility of the 
Chair, after consultation and justification for such a hearing, to have 
hearings on this matter. But we leave it to the administration here. 

Mr. Ray. As far as that one question is concerned, I take it, and 
you may correct me if I am wrong, that we could get full informa- 
tion about any case that had been processed by the Board should we 
desire ? 

The CHamman. You mean after private closed hearings? 

Mr. Ray. At any stage of the hearings we could call for any in- 
formation we desired. 

The Cuatrman. I am one who has always been careful about ad- 
ministration. You know as well as I know that things transpire that 
you might have a different opinion on or I might. with respect to the 
action taken by the Board. Yet we might not hear about it until 
the action is already taken and over. Then you go into what is 
known as an investigation. 

If you remember, I said to the committee before this hearing that 
this was more or less an exploratory session we were having today 
but. due to the fact that several members of this committee who have 
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great interest in this matter are away today, we would merely open 
the subject. 

Mr. Ray. The bill does not come about by reason of any abuse that 
has been called to the attention of the chairman ? 

The CuarrMAn. No. I would not say that I know of any abuse. 

Mr. Ray. Is is a matter of improving the process / 4 

The CuarrMan. I believe in open hearings on a public matter deal- 
ing with the funds of the taxpayers which are committed in this 
manner. 

Mr. Ray. I share the concern which you have expressed. I think 
I understand it. 

The CuarrMan, I have great respect for your keen analysis of the 
situation that could take place. I am not saying that that would take 
place with the gentlemen who have the responsibility today. We have 
had some things happen in Maritime that we all regret. One member 
of the Board said to me, “I hope nothing will come up as to which we 
will be called on to face the public as to instances which have hap- 
pened in the past.” 

I do not question the veracity of any employees of the Maritime 
Commission, certainly not the present witness, for whom I have the 
highest regard. 

Mr. Ray. May I question the witness? 

The CHarrman. Yes. 

Mr. Ray. Mr. Morse, is any public notice given to the fact that 
you are going to make a study and pass upon a particular application ? 

Mr. Morse. Under section 804? 

Mr. Ray. No. 

Mr. Morse. No, there is none. Similarly we give no public notice 
of the fact that we are going to review the qualifications of the ap- 
plicant under ‘section 601, his financial qualifications, his operating 
‘apability, his staff, the shareholders and everything else of that 
sort. We do not give public notice of our contemplated investigations 
in that area either. 

The statute at the present time does not require it although by the 
mere fact of the filing of an application the public is notified of that 
fact. 

Mr. Ray. Do you develop your information at private hearings, 
hearings at which witnesses are sworn and testify / 

Mr. Morsr. No, we do not do it by a hearing procedure at all. Our 
mvestigators go and search the records. We have sworn affidavits 
filed with the Board in regular normal review routine procedures, 
forms are set up, questionnaires are set up under the 1936 act, which 
must be answered by every applicant. 

Mr. Ray. Is the record of affidavits prepared by or at the insistence 
of the applicant ? 

Mr. Morse. Plus discussions with the applicants, plus investiga- 
tions of our own investigators. 

Mr. Ray. Investigations outside the papers which have been sub- 
mitted with the applications ¢ 

Mr. Morse. Yes. 

Mr. Ray. How bulky would one record of that sort be ? 

Mr. Morse. It varies. The standard application covers roughly 30 
questions which require very detailed answers. Depending on the 
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complexity of the operation of a given applicant, it could be a matter 
of relatively few pages to several hundred pages. Then in addition 
there is correspondence back and forth, checking up on details, re- 
ports from our own people who verify some of the statements that 
may be questioned. oan te 
Mr, Ray, Are those applications verified by the applicants, sworn 
to? 
Mr. Morse. Sworn statements, yes. 
Mr. Ray. That is your record of the transaction invol ving an appli- 
cation and order? The facts on which you base your action are all 


shown in that record ? 


Mr. Morse. It is the sworn application plus the correspondence plus 
the investigations plus the recommendation from our stat® which proc- 
ess the application and the supporting material. 

Here is a form application for operating-differential subsidy. It is 
8 pages, single spaced, on legal-size paper. 

Mr. Ray. I would not want to ask to see a 2-foot pile of documents 
that might constitute a file in a case but I would like a chance to see 
one of the applications. 

Mr. Morse. We will be happy to bring up three or four, just sam- 
ples, an extensive one, a brief one, and an intermediate one, for your 
examination. 

Mr. Ray, I would like to see one or two complete records of an 
application. : 

Mr. Morse. Yes, sir. 

Mr. Ray. That is all, Mr. Chairman. , 

The Cuamman. The Chair might say I do not think I have had 
an opportunity to see what you were discussing, myself. It was only 
the matter of the open and public hearings. 

Mr. Ray. This material, I take it, could be called for in any appli- 
cation should the committee have any desire ? 

The Cuarrman. Are there any questions? 

Mr. Rivers. I would like to inquire from Mr. Morse, under the pri- 
vate system, Mr. Chairman, do you have any priority of application? 
Say 40 operators or 10 or 20 should apply, do you have any filin 
under the present system, can one allege now and substantially sustain 
any allegation that his aeaeenet has been put under bond under the 
present system? Do you have any manner of arriving at the applica- 
tions for consideration ? 

Mr. Morse. I think the best way to answer your inquiry is to say 
that we process every application we receive as expeditiously as possi- 
ble. Now, that means that we negotiate with each of the applicants 
and check out all the material which we require to be checked without 
giving any preference to any application. 

Mr. Rivers. But you do not have any rule as to arriving at any 
particular application ? 

Mr. Morse. No. The factor which causes the most delay in process- 
ing these applications is the public hearings under section 605(c)._ If 
it is a contested hearing, and most of them are, the hearing procedure 
itself may take 18 to 24 months. I believe some of them have taken 
that long with interlocutory appeals, court proceedings, and things 
which may delay the processing of the hearing procedure. 
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The CHAIRMAN. Are they considered in turn as they are filed, num- 
ber 1,2,3,4? Isthat what you mean ? 

Mr. Morse. No, the 605(c) hearings are not processed in that man- 
ner. It is like a court case. Two cases filed the same day. Because 
of dilatory tactics In one case It may not come to trial in 3 years. 
Another case might be ready for trial in 1 year. 

The same problem exists in the public hearings. 

Mr. Rivers. The fact that the Public Treasury is paying out this 
money, would that serve to jeopardize the interest, could any man 
substantially assert that any publicity would damage his corporate 
interest ? 

Mr, Morse. 1 do not see that the existence of publicity on foreign 
connections would adversely affect their corporate interest. We have 
consistently Kept as confidential the financial status of the applicant 
in every application. 

Mr. IXIVERS. Why would that be damaging if he wants public 
money to operate? If they are not public records, no rank-and-file 
citizens can have access to any of these records, can they ? 

Mr. Morse. Not until they receive a subsidy contract. From then 
on their records are quite freely public, 

Mr. Rivers. After the decision of the Board has been rendered ? 

Mr. Morsn. [ am somewhat in error in that; under existing legisla- 
tion, anything which is received by the Board as a confidential matter, 
must be kept confidential. 

Mr, Rivers. Under existing law ? 

Mr. Morse. Yes, not the 1936 act but the confidential statute. 

Mr, Rivers. Under the law now in the statute books everything is 
confidential. 

Mr. Morse. Everything received as a confidential matter must be 
kept confidential. 

fr, Rivers. Say I, as an operator, applied for a subsidy. At no 
time could any of that information be given to the public? To make 
it even more ridiculous, say the Board wanted to favor somebody, 
could it, under the present law, favor somebody to the detriment of 
the United States and nothing would be public until the decision of 
the Board is made? 

Mr. Morse. No. 

Mr. Rivers. That could not happen under the present law? 

Mr. Morse. No, because 605(c) requires public indication and 
opportunity to be heard by every one who may be prejudiced by the 
granting of a subsidy application. 

Mr. Rivers. I am talking about the public. 

Mr. Morse. It is a published notice. It is published in the Federal 
Register. 

Mr. Rivers. I am talking about the general public. I am not talk- 
ing about the operators because they are all in the same boat if they 
allapply. It is the taxpayers’ money. 

Mr. Morsr. The public notice which is given by publication in the 
Federal Register applies to every individual in the country whether 
he is subsidized or unsubsidized, whether he is a ship operator or just 
an ordinary citizen, 

Mr. Rivers. So, in answer to my inquiry, then, the publication 
under the law in the Federal Register, just like a court proceeding, is 
made available because the Federal Register is public, then that is 
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notice that John Smith has made application and at that time his 
financial status is before your Board ? 

Mr. Morse. I may not know the details. If I do not, I can be cor- 
rected by our staff here. But we have an application for subsidy 
filed with the Board. We immediately, within a matter of 48 hours, 
issue a press release which says that we have received an application 
from So and So for a subsidy and it gives a very brief indication of 
what the subsidy application covers. 

Mr. Rivers. That is required under the law ? 

Mr. Morse. It is not required under the law but it is done cus- 
tomarily 

Mr. Rivers. I am talking about requirements of the law now. That 
is because of your eagerness to make everything public that you do 
that ? 

Mr. Morse. That is right. Section 605(c) does require a public 
notice to all persons and this, of course, is before the subsidy contract 
isever executed. It starts off by saying: 

No contract shall be made under this title with respect to a vessel to be 
operated— 


and so forth and so on— 

unless the Commission shall determine after proper hearing of all parties that 
the service already provided by vessels of U.S. registry in such service is 
inadequate. 

This is a routine publication in the Federal Register which gives 
anyone, any applicant, the opportunity to come in and indicate his 
interest in the proceedings. 

Mr. Rivers. Would any publicity jeopardize the deliberations of 
the Board as well as being prejudicial to a prospective or potential 
operator under the terms of the act? 

Mr. Morse. What specific sort of thing are you referring to? 

Mr. Rivers. What is that? 

Mr. Morse. What specific sort of publicity are you referring to? 

Mr. Rivers. I am talking about the provisions of this bill. ‘Tf the 
provisions of this bill were enacted into law, would it be prejudicial 
to the deliberations of the Board or harmful to an applicant? 

Mr. Morse. I do not see that there is any prejudice to the applicant 
nor to the activities of the Board if the Congress concludes it is de- 
sirable to have public hearings on foreign flag affiliations. We think 
it is unnecessary. 

I am in complete agreement with the chairman when he says he has 
no individual application i in mind. But this is the sort of thing that 
attorneys want to develop through the 605(c) hearings. This hap- 
pens to be one of the decisions in the States Marine case but this is 
only a typical situation. 

Mr. Zevenxo. Mr. Morse, would you be good enough to explain 
your last answer, it is the kind of thing that attorneys want to de- 
velop under 605(c) ? 

Mr. Morse. 605(c), in the opinion of the Board, is very limited 
in scope. Nevertheless in the 605(c) proceedings attorneys for ob- 
jectors to the application ask for a great deal of material. From 
time to time the Board has issued rulings on the validity of the re- 
quests which have been made by the various intervenors. 
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I was going to read a list of things that were requested in this par- 
ticular case to indicate the breadth of the sort of inquiry that they 
endeavor to get into. 

Mr. ZevenkKo. If I understand Congressman Rivers and the same 
thing is disturbing me, the bill says that the discussions you have in 
priv ate be open. 

Mr. Rivers. That is what I get from the bill. 

Mr. ZeLENKo. Instead of private discussion, the hearings be open. 

The CuarrMaNn. Section 605 provides that they shall divest them- 
selves of all foreign entanglements. 

Mr. Morse. This refers to public hearings. I assume that a public 
hearing is the ordinary routine Board hearing at which attorneys 
appear, the witnesses are sworn in. 

Mr. Zetenko. That is what I want to understand. 

Mr. Morse. It is my understanding that that is the intention of this 
bill. 

Mr. Zetenko. That is what I understand. Is it a public hearing 
or just opening the discussion so that anybody could sit up and hear! 

Mr. Morse. It would be a formal public hearing. 

Mr. ZELENKO. You could not have it open to everybody and his 
brother so that they could have a picnic at the expense of the appli- 
cant. 

Mr. Morse. This is the sort of thing to indicate the scope of ques- 
tions they want to develop through the 60: 5(c) hearing: 

(1) A complete copy of the a yplication and all exhibits and 
amendments. Some of those amendments and exhibits are received 
by the Board as confidential documents. 

(2) A list of common stockholders in States Marine and Ander- 
son, Clayton & Co. and holdings of each. 

(3) With respect to Federal Maritime Board agreement Nos. 8001 
and 8002, between States Marine and Bluefield Co. and stockholders, 
the record of performance. Cargo for which States Marine is re- 
sponsible versus total cargo carried by Bluefield, segregating bulk, 
cotton and other. General fees receiv ed. 

(4) A list of all persons owning directly or indirectly more than 
2 percent of the stock of States Marine or of Anderson, Clayton. 

(5) A statement of foreign business activities of each stockholder 
owning directly or indirectly more than 2 percent of the stock of 
States Marine or of Anderson, Clayton with particular reference to 
shipping, merchandising, stevedoring, and terminal operations. 

Now, the Board just feels that that sort of inquiry is not within the 
scope of 605(c) and we have so ruled. 

That is the breadth of the sort of thing that objectors to a given 
application wish to bring out. Maybe they sincerely believe it is 
material which is of value to them but the Board has not felt so. 

Mr. Ray. Mr. Morse, would you follow through section 605(c) ? 
IT want to ask two questions. “No contract shall be made under this 
title with respect to a vessel to be operated on a service, route, or line 
served by a citizen of the United States” et cetera, unless the Com- 
mission shall determine after proper hearing of all parties—could you 
point out the difference between that phrase i in your mind, “proper 
hearing of all parties” and public hearings? 
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Mr. Morsr. We interpret a proper hearing as a public hearing. [ 
do not think there is intended to be any difference. 

Mr. Ray. Then you have a public hearing ? 

Mr. Morse. In the 605(c) proceeding we do have a public hearing 
of a quasi-judicial nature. 

Mr. Rivers. Could I ask another question ? 

Mr. Chairman, how much does your Board normally authorize 
in subsidies a year in round figures to the various applicants who 
apply to the Maritime Board ? 

Mr. Morse. How much is the operating subsidy bill ? 

Mr. Rivers. The total. 

Mr. Morse. $130 million a year, approximately. 

Mr. Rivers. So you go to the Appropriations Committee and say, 
“T need $130 million to fulfill my commitments” ? 

Mr. Morse. Yes. 

Mr. Rivers. That is all, Mr. Chairman. 

Mr. Morse. There is one other comment that I wish to offer. One 
of the objections we have to this bill is that it would apply to exist- 
ing applications. We have States Marine, Waterman, Matson-Orient, 
Isbrandtsen, McCarthy in the Great Lakes, Central Gulf, and Pru- 
dential and Isthmian. 

Mr. Rivers. Is not Isthmian States Marine? 

Mr. Morse. Yes. With the exception, I believe, of Prudential, 
we have gone through a couple years of processing their applications, 
including going through the 605(c) public hearing procedure. 

It is our feeling that changing the rules in midstream is unfair to 
this entire group. 

‘Mr: Rivers. That latter group which you have enumerated are 
present applicants before your Board ? 

Mr. Morse. Yes, have been for a matter of 2 or 3 years. 

Mr. Rivers. It takes that long? 

Mr. Morsg. Yes, sir. 

Mr. Rivers. Are they new applicants? 

Mr. Morse. Those are all new applicants, yes, sir. They have not 
previously been subsidized. 

Mr. Rivers. As to those who had been previously subsidized, do the 
applications have any termination? It 1s reviewed every years, is it 
not ? 

Mr. Morse. When we grant a waiver under section 804 it is for a 
limited period. Usually, as I recall, 1 year, so that at the expiration 
of the year we again review the propriety of continuing the waiver. 

Mr. Rivers. Of course, that would not take much time. 

Mr. Morse. No, that latter does not take much time. 

The CuairMan. Will you read that excerpt from the document you 
had there a minute ago? The attorneys asking for information as to 
whether or not the applicants had divested themselves of stevedoring, 
shipyards, and so forth. I ask you this, Is that not the reason that 
certain operators had operated without the operating differential sub- 
sidy so that they could carry on these businesses ? 

Mr. Morse. That may have been a reason for some operators, it 
may have been. 

The CuairmMan. One who is not enjoying a differential operating 
subsidy can indulge in all these practices but one who is enjoying a 
differential-operating subsidy cannot ? 
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Mr. Morse. That is right. 

The CuarrMan. Do not the attorneys have the right to ask whether 
or not they have divested themselves of these businesses, since you 
brought that case up? 

Mr. Morse. No, not under section 605(c), they do not have. 

The Cuarrman. We are considering the 1936 act. Of course, if 
you are going to pin something down to one section—but this is an- 
other section, 804, that deals with this matter. Certainly it has a 
right to be taken into consideration when we go into the application 
itself. 

Mr. Morse. Mr. Bonner, would you have every Tom, Dick, and 
Harry permitted to examine an applicant as to his financial qualifi- 
cations, as to his operating ability ? 

The Cuarrman. No, your Board does not have to have every Tom, 
Dick, and Harry. We are not driving at every Tom, Dick, and 
Harry. But we are thinking about those who are now enjoying 
operating subsidy and have to live under the requirements of operat- 
ing subsidy inquiring, when the other man comes in under the um- 
brella, have these things been waived or is he still going to be per- 
mitted to carry on these.things? Is that a fair question to ask in 
this matter? 

Mr. Morse. 805(a), of course, provides for a public hearing if there 
is a domestic operation involved ; 804 permits a waiver if the Board or 
the Administrator finds that it is in the public interest in respect of 
the foreign-flag affiliations. 

Of course, it is illegal for the Board to award a subsidy contract. 
We are responsible to determine that the law is complied with. 

I think that we are the ones who are primarily out to establish that 
the public interest is being protected rather than whether some sub- 
sidized operator or some nonsubsidized operator is objecting. 

The CHarrman. I ain sure you are. I am questioning the denial of 
the right of some other operator to question whether the applicant is 
being required to divest himself of the things that he has been re- 
quired to divest himself of in the granting of subsidy operation to 
him. 

Mr. Morse. Mr. Bonner, mind you, the Board is acting as an agent 
for the Congress. If the Congress wants these included we have no 
objections. 

The Cuarrman. I understand. 

Mr. Morse. I would think if you were going to require a public 
hearing on a thing of this sort to determine that they had divested 
themselves, then you would also want to amend section 803 to require 
a public hearing of the activities covered under section 803 as well 
as 804. 

The Cuarrman. I am glad you brought that to light. 

Mr. ZeLenKo. What is 803 ¢ 

Mr. Morse. 803 covers the items Mr. Bonner is referring to, steve- 
doring, ship repair, things of that sort. 

Mr. Zecenko. If I gather the Chairman’s thought on the bill, it is 
this: There may be times when the Board actually, in good faith, 
in serving properly can be assisted by means of a public hearing in 
petting the truth and the factual basis of any matter submitted 
fore it. 
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You will concede, Mr. Morse, that there were instances where your 
investigation perhaps has gone thus far and relied perhaps sometimes 
on affidavits and if sometimes someone in a public hearing turned up 
something which would either show the affidavit to be incorrect, that 
would be of assistance to you people rather than have you people be 
confronted with it later and somebody saying that this thing was 
granted under a cloud. 

Now, we have had instances in the past, perhaps not analogous, even 
in this committee, where such situations occurred. I should think 
that a full hearing would in no way retard your consideration of these 
applications but at least would perhaps assist you in getting all the 
facts. 

Now, I concede also that it should not be an open forum for every 
Tom, Dick, and Harry, as you put it, to come up and sound off. I 
think, on the other hand, we find most times, if not all times, only the 
people interested will show up. Then perhaps it might be a benefit to 
the Board as well as to the Congress to have these things come out in 
the open. If, as you say, nobody will be prejudiced, I think Congress 
would really be interested. 

If you say nobody would be prejudiced, what harm could there 
come from this legislation except perhaps some good ¢ 

Mr. Morse. It could be that there is some good, Mr. Zelenko. 

Mr. ZeLENKO. You say certain material is ‘submitted to you which 
is confidential. Is that considered confidential because the parties 
submitting it say it is confidential or does somebody on the Board 
classify it as a ¢ 

Mr. Morse. As I understand it, the usual procedure in these ap- 
plications is for the applicants to "have an application with a lot of 
documents which are just routine, like their bylaws and their articles 
of incorporation. ‘Those are available to everyone and can be ex- 
amined by everyone. 

In addition, they will have a supplement or an appendix which they 
themselves classify as confidential. 

It is usually matters of a financial nature or operating nature, things 
that they wish, themselves, to have kept confidential. 

Mr. Zetenxo. In other words, if they submit it to you and they 
mark it “confidential,” you honor that request but the confidential na- 
ture of it is not determined by the Board, it is determined by the ap- 
plicant ? 

Mr. Morse. That has been our practice. 

Mr. Petry. May I ask one question ? 

The CHarrMan. Yes. 

Mr. Petry. Will you clarify for me what the present prohibition 
or prejudice is under the law upon an applicant for a contract on ac- 
count of any foreign flag affiliate or connection ? 

Mr. Morse. Let me ask Mr. Lisi to answer that. He can answer it 
off the top of his head. I will have to check the section to be accurate. 

Mr. Thomas Lisi, from our Office of General Counsel. 

Mr. List. Section 804, which is the section to which we refer, gen- 
erally, makes it unlawful for any contractor to receive an operating 
differential subsidy (which the Board has interpreted as not being 
limited to one who has already received a subsidy contract but makes 
it applicable to applicants as well) so that although this does read 








FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 17 


“for any contractor” it has never been so interpreted either by the 
Maritime Commission or by the Federal Maritime Board. 

Do I make myself clear on that one point ? 

Mr. ZetenKo. No, I do not understand you. 

Mr. Morse. We inter pret the section to cover both applicants as well 
as existing contractors. 

The CuarrMan. That is right. 

Mr. ZeteNKo. I do not think that is the question. 

Mr. Petty. Now will you tell me what it is unlawful to do? 

Mr. List. That the contractor or any holding company, any affiliated 
company, any associated company, or any officer or director or execu- 
tive of those companies, cannot directly or indirectly, own, charter, 
act as agent, or broker for or operate any foreign flag vessel which 
competes with any American flag vessel in a service declared to 
be essential under section 211. 

The CuatrrmMan. You have interpreted it correctly. That is just why 
this matter is brought up. 

Mr. Petty. What is the waiver that the Board is permitted to give? 

Mr. List. There is an exception in that proviso which says: Pro- 
vided, that if the Board should determine that special circumstances 
and good cause exist which would permit or should permit the reten- 
tion of that relationship, then the Board will grant a waiver and per- 
mit that affiliation or that relationship. 

Now, as the law is written, it says— 
for a specific period of time by affirmative vote of four of its members. 


Since the reorganization plan has come in, of course that has been 
changed. 

Mr. Peuiy. This bill, in essence, then, would simply, in connection 
with waivers, require a public hearing and a unanimous vote of the 
Board, is that correct ? 

Mr. List. Yes, sir. 

The Cuarmman. Mr. Drewry wishes to inquire. 

Mr. Drewry. Mr. Morse or Mr. Lisi, you say that you have been 
interpreting 804 as applying in advance of an application approval, is 
that correct ? 

Mr. Morse. Applying in advance to the execution of a contract. 

Mr. Last. It has to because immediately that a man becomes a sub- 
sidized operator he has committed an unlawful act were that not the 
case. 

Mr. Drewry. That is correct. It might be some time before you 
found it out if there is no requirement that there be an advanced 
clearing of it. I do not want to argue this but 805 is a prohibition on 
the award of a contract until certain conditions are met; 804 is a pro- 
hibition on the existence of things when the person is a contractor. 

The purpose of this bill is to try to close that gap and make it a 
clear requirement. 

Mr. Morse. What do you mean by that, clear requirement? 

Mr. Drewry. It is to bring 804 more in consonance with the con- 
cept of 805. 

Mr. List. You mean that there would not be any question but that 
some future board might change the present interpretation as to 804? 

Mr. Drewry. That could be. 
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Mr. Last. In other words, they will not invoke it as to an applicant 
but will follow the literal language. 

Mr. Drewry. The way it reads it is a prohibition against the con- 
tractor. The contractor is a person who already has a contract. Now 
one element that might be involved would be that after 2 or 3 years of 
hearings and the contract is awarded, then reviewing of the question 
respecting the affiliations might be treated with less vigor than if it 
were considered in advance of making a final determination. 

Mr. Last. I think perhaps a little outline of the procedure that is 
followed in the organization might dispel that feeling. 

When an American citizen files for subsidy, he files this application 
which, as Mr. Morse has said, could be voluminous in some instances. 
One of the series of questions in this application asks specifically: 
What are your foreign affiliations, what are they, just what do you do, 
as well as the 803, as well as the 805. They go into all that. 

The Office of Government Aid, which receives that application, im- 
mediately begins to process it. A copy is furnished to the Office of 
General Counsel for review so that we in the Office of General Coun- 
sel can make any statement, make any comments or ask any further 
questions that occur to us. 

In the meantime, the Office of Government Aid is asking questions, 
also. 

As to those that involve a foreign connection, they certainly look 
into it and no recommendation for award of a subsidy contract is 
made until such time as the organization is prepared to recommend 
to the Federal Maritime Board either that a waiver be granted be- 
cause of special circumstances and good cause and the Board is able 
to review all that material and reach a conclusion that there are spe- 
cial circumstances, there is good cause, or else the investigation devel- 
ops that there is no foreign flag connection. 

Now, the same thing is true with 605(c). There is an immediate 
recommendation put through for a public hearing on 605(c) and that 
is processed. 

In 803, no public hearings, just as in 804 at the present time. 
But further investigation is conducted there. All that is bundled up. 
Even without public hearing, it takes a long time to process one of 
these applications. 

When it is finally brought up before the Federal Maritime Board 
for consideration and deliberation, the whole thing is laid out before 
it, the whole application has been taken apart. The applicant has 
practically bared his whole existence, his whole operations 
there. 

Going back to the inception, to 1937, General Order 14—which was 
adopted in 1937, which is when the first long range contracts were 
being put into effect—clearly spelled out the requirements for the 
various types of waivers and the applications that had to be filed. 

The same thing is true with applications under section 601 for oper- 
ating-differential subsidy. Those were contemporaneous analyses. 

As I said before, no Commission, no Board has ever felt. that the 
interpretation that could be given section 804 is that a man gets a 
subsidy contract first and then they inquire into the things that sec- 
tion 804 speaks of. 

If you feel that should be clarified by saying an applicant as well 
as a contractor, I do not think there is any question about that. 
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Mr. Morse. No, and your present proposal does not cover that, Mr. 
Drewry, because if you want it to re = similarly to section 805 ( (a), 
you should say it shall be unlawful to award or pay, not the way your 
draft now reads which merely says, quoting 804, “shall be unlawful 
for any contractor receiving.’ 

We do all this in advance whether it is an application or an exist- 
ing contractor. 

Mr. List. This proposal covers it in two different sections, 605(d) 
which would be the applicant, and 804 which would be the contrac- 
tor. You take care of it in two places. 

Mr. ZetenKo. May I interject? Section 805, which makes it a 
penalty to award puts the burden on the Board. 

This section puts the burden on the applicant. That is, it is a viola- 
tion to receive. 

Mr. Morse. That is correct. There is no unlawful act in the Board 
awarding under 804. 

Mr. ZeELENKO. The burden is on the recipient. 

The point is that I have not heard anything which would be over- 
whelming against the proposal to make this public for the protection 
of the Board. 

Mr. Morse. It is entirely up to Congress, as far as we are concerned. 

Mr. Zetenxo. I, frankly, think the burden should be on the reci- 
pient in all these cases. You cannot punish the Board for awarding 
and say “It is unlawful to award,” which makes criminals out of the 
Board. The Board would do it in good faith, and does. 

I think the burden should be on the people who do get the benefit, 
that receive the benefits of this section. The point would be to protect 
the Board. 

Mr. Morse. As a matter of practice, though, the Board bends over 
backward to be sure that an operator is not in violation of section 
804. 

Mr. Zetenko. There is no doubt about it in my mind. 

The point is that this is additional assistance. You may get the 
classic case, you may have an open hearing and somebody comes up 
with something. We had an example in hearings a couple of years 
ago. I will not go into the details now. It involved something re- 
garding one ship in South Carolina, I think Congressman Preston 
was pushing for it. We were holding hearings on it and during 
the course of the hearing, we came up with something that showed 
that Congressman Preston was being imposed on. It was the result 
of the hearing. ‘ 

That is indicative of the results in any open hearing. 

This is a ticklish subject. Somebody may come up. Somebody will 
investigate. Your investigation may ‘be 100 percent, covering every- 
thing from A to Z, yet in the pressure of business, something may be 
overlooked. 

I think that is the purpose of this whole thing so that no onus later 
develops upon the Board and the Board is thereby assisted. As long 
as you say nobody will be prejudiced nor additional time will be t taken, 
although, as you say, it is not necessary, but if it is helpful and does 
not cost anything perhaps it should be considered favorably by you 
people at the Board. 
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Mr. Morse. I have two comments. First, we do object to this being 
made applic able to existing applicants. 

The CHarrMan. We are going to have some further hearings on 
this matter. I realize that members want to get over to the floor of 
the House because there is a very important bill ov er there. 

I want counsel to get these few questions he has in the record go 
that we can study the report that is brought down wih Mr. Morse’s 
statement. 

Mr. Drewry. Mr. Morse, you say you have construed the section as 
it now stands as to the same effect, at least as far as advance action is 
concerned, in the same way that this bill would provide for. Have 
you or your predecessors ever gone into public hearings on any of the 
waivers that have been granted in the past ? 

Mr. Morse. I would like to have Mr. Lisi answer that. He has 
been with Maritime since 1930, so he could better answer that ques- 
tion than I. 

Mr. List. There have been two occasions where public hearings 
were held in connection with section 804. There was another 
one noticed but, because the applicant withdraw from subsidy, that 
did not go through. 

Mr. Morse. Your question was directed at Board hearings? 

Mr. List. Are you vn it to just the Federal Maritime Board? 

Mr. Drewry. Board or Commission or Administration, whoever 
has been administering 804. 

Mr. List. At the two public hearings that were held, one involved 
an American Export agency relationship with the Italian Line which 
was started during the war period when there were just two Italian 
ships and American Export took over the operation, and which were 
carried on for a number of years. A public hearing was held, 
following which the Administrator ruled that the agency agreement 
could no longer be continued. 

Mr. Morse. That was an administrative hearing rather than a 
Board hearing. 

Mr. Drewry. That was the Maritime Administration at that time? 

Mr. List. No; it was after Reorganization Plan 21 came into effect. 

Mr. Morse. The confusing part ‘of this, Mr. Drewry, is that actions 
under section 804 after a contract has been executed under Reorgani- 
zation Plan 21, the 804 activity would be vested in the Maritime 
Administrator, whereas, before the contract is executed, it is vested in 
the Board itself to grant an 804 waiver. 

Mr. Drewry. Just to divert there a second, does that not mean that 
you interpret 804 to be a Board function, considering the situation 
before award of contract, and an administrative function afterward? 

Mr. List. Reorganization Plan No. 21 specifically provides that an 
action taken antecedent to the award, modification, or termination of 
a contract is a function of the Federal Maritime Board; it passes 
from the Commission to the Board. Then it goes on and say s, “How- 
ever, that action taken in connection with the administration of the 
contract so awarded shall be for the Maritime Administrator.” So 
in 804, like several of the other sections of the statute, when involving 
a decision by the Board antecedent to the award, which would be 
in connection with an application, the Board considers the whole 
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ome administration of the contract. 

Section 804 is a typical section of that type. 

So, in this instance, American Export having been a holder of a 
subsidy contract, the hearing was one for the Maritime Administrator. 

That is the point Mr. Morse was making. 

Mr. Drewry. When was the American Export Line waiver granted 
the first time? 

Mr. Last. I believe that was granted by the Commission, but I do 
not have that date with me. I believe we can get that for you, Mr. 
Drewry, because we have a copy here of the various waivers. 

This was first granted on December 15, 1949, by the Maritime Com- 
mission. It was approved by the Administrator on December 21, 
1951. In other words, it was only granted for specific periods of time 
im accordance with the statute. 

When the time ran out the situation was reviewed and either ex- 
tended or we come up to the point where the hearing was held to 
determine whether it should be extended. 

Mr. Drewry. Let us leave that one now. I did not want to get 
into the question of administrative or Board function. I did not 
want to differentiate between them at this point. 

What was the other one? 

Mr. List. The other one was Grace Line and the Johnson Line, 
which is a Swedish line. 

Mr. Morse. In that case, W. R. Grace & Co., which I believe is the 
parent of the Grace Line, acted as agent for the Johnson Line on 
the Pacific Coast. 

It was necessary under section 804 for Grace Line, because of that 
affiliation with W. R. Grace & Co., to obtain a waiver to the con- 
tinuation of that agency operation. 

Mr. Drewry. The waiver was granted ? 

Mr. Morse. It was first granted on August 20, 1946, and the waiver 
has still continued with respect to Grace. 

On the American Export-Italian Line, that was discontinued sev- 
eral years ago. 

Mr. Drewry. How much interest was shown in those two cases you 
mentioned? Did every Tom, Dick and Harry show up? 

Mr. Morse. As I recall, there were two or three appearances made 
in each of the two matters. 

Mr. Drewry. Do you remember what prompted the Commission or 
the Administrator, as the case might have been, to hold a public hear- 
ing on the subject ? 

Mr. List. I think I can give a partial answer to that. 

The question of 804 waivers was presenting some problem. The 
Administrator appointed a committee of the staff to look into all 804 
waivers. 

I happened to be a member of one of the subcommittees. 

We looked at all the waivers that were in existence and we tried 
to establish certain criteria in connection with the establishment of 
these waivers, the granting of the waivers, or the extension of the 
waivers. 

When we came to those too, there was considerable doubt in our 
minds as to the feasibility of continuing such a waiver but we were not 
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prepared in our functions as a committee for establishing criteria to 
recommend to anyone that they should either be terminated or con- 
tinued. 

So we left it on that basis. 

I believe because of that overall investigation of waivers that was 
going on at that time the then Maritime Administrator, Mr. Roths- 
child, thought it would be advisable to have a hearing in ‘the first case 
with Export and in the second case with Grace Line. 

That is about all I remember on that. 

Mr. Drewry. In each of those cases the fear was that possibly the 
waiver might in some way be detrimental to the American merchant 
marine and areas in which the operations were being conducted, is 
that right ? 

Mr. Last. That is probably one way of saying it. I think, however, 
in the case of the Mediterranean service, there were some indications 
that the American Export Line was getting back into the trade and 
should perhaps, instead of acting as agent for Italian Line, devote its 
full efforts to serve its own vessels. 

Now, the fact that in Italy the American Export Line was getting 
a great deal of benefit by virtue of the agency relationship was one of 
the considerations that led to a question as to whether this waiver was 
really not a worthwhile waiver after all. It was to really look into 
the benefit that was accruing to the American merchant marine rather 
than the detriment that I think prompted the hearing in that case. 

Mr. Drewry. You held the hearing. The hearing you refer to is 
the hearing at which you disapprov ed or discontinued the waiver? 

Mr. Last. F ollowing the hearing, yes. 

Mr. Drewry. Had “there been “hearings at previous times on the 
original granting of the waiver ? 


Mr. List. No 
I beg your pardon. a were two hearings. The first hearing 
it was continued for 1 ye The second hearing discontinued it. 


Mr. Drewry. Now, it seems to me that your experience in that case 

rather supports the approach that is taken in this bill. There is a 
case where waivers have been granted without a hearing; subsequently 
you held hearings and found ‘that the continuance of the waiver was 
detrimental. 

Mr. Last. That conclusion might seem proper on its face except we 
must recall there was a considerable passage of time which changed 
circumstances. I am not differing with you. What I mean is that in 
1946 when the thing was first granted, it was worth while. No doubt 
about it. As time moved on and conditions changed, then it would 
not be supported by such changed circumstances. 

If that change had been initially considered as of the time, say, 7 
or 8 years later, the chances are that it would not have been eranted 
anyway. The Board or the Administrator might not have found at 
that time that special circumstances and good cause existed. 

Mr. Drewry. Do you think you were unfair to the operators in 
those cases in requiring public hearings? 

Mr. Last. I do not think I am prepared to answer that question. 

Mr. Morse. I will answer that. No, I do not think it is unfair to 
them. 
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Mr. Drewry. There is a problem of distinguishing between a sim- 
ple administrative situation and a wide range of things that might go 
further. 

Now, do you have waivers on the feeder service of the African 
Lines? 

Mr. Morse. Yes. Mississippi Shipping & Farrell. 

Mr. Drewry. Were there hearings held in connection with them? 

Mr. Morse. No, sir. 

Mr. Drewry. Is that feeder situation involved in the original 605 (c) 
hearings ? 

Mr. Morse. No, we would not have considered that in a 605(c) 
hearing. 

Mr. Drewry. It was not publicly discussed anywhere, there was 
no justification by the operator on the record on the need for feeder 
service or the need for foreign-flag affiliation ? 

Mr. Morse. Not in a public hearing. They satisfied Maritime, 
though, that the need existed. 

Mr. Drewry. Maybe if you could furnish for the record some story 
on the waiver picture over a period of several years back. 

Mr. Morse. We have that material. We will supply it for the 
record now. There are approximately 50. 

The Cuarrman. How many waivers have you? 

Mr. Morse. Fifty or fifty-five over the years. 

The CuHamman. We will put those in the record at this point. 

(The information referred to follows :) 

MARITIME ADMINISTRATION, 
Washington, D.C., June 9, 1959. 
125-23 : 640 
To: Secretary. 
From: Chief, Office of Government Aid. 
Subject: Section 804 waivers. 

In response to your oral request of June 5, 1959, there are attached data which 
show the waivers which have been granted in the past and those which are now 
in existence under section 804 of the Merchant Marine Act, 1936. Also attached 
is a sheet showing the pending applications for waivers under this section. 
These two applicants, Isbrandtsen Co., Inc., and States Marine Corp., both also 
have applications for operating-differential subsidy pending. 

As will be seen from the attached, hearings were held on only two section 804 
applications, those for renewals of the Grace Line—Johnson Line, and Ameri- 
can Export—lItalian Line agencies. 

The reasons for the establishment of “special circumstances” and “good 
cause” is shown as to those waivers now in existence but it may be of interest 
to the committee to know of the general guidelines in this matter which were 
adopted by the Maritime Administrator on May 29, 1953. These are shown in 
the attached form of letter which was sent out to one or two of the inquiring 
operators. 

If further detail is required, we shall develop it promptly upon your request. 

ELMER EB. METz. 
SECTION 804 WAIVER 
AMERICAN EXPORT LINES, INC. 


Approved by Maritime Commission on December 15, 1949 

Permission for American Export Lines, Inc., to act as agent for Italian Line 
on passenger vessels in service between Atlantic ports in the United States and 
Canada and ports in the Mediterranean Sea and, with the prior written approval 
of the Commission, on cruises which include ports of the United States in their 
itineraries for the period January 1, 1950, until December 31, 1951, but subject 
to cancellation at any time upon 90 days’ notice by the Commission to Export. 
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Approved by Administrator December 21, 1951 


ixtension of above waiver to expire March 31, 1952; all other provisions of 
waiver to remain in full force and effect. 


Approved by Maritime Administrator March 25, 1952 (after informal closed 
hearing ) 

Extension of existing agency agreement with Italian Line for period April 1, 
1925, until December 31, 19583—special circumstances and good cause: Support 
of continuance of agency agreement on part of U.S. State Department, the Ital- 
ian Government and Office of International Trade; availability to Export of 
Italian Line’s organization of well-trained, efficient, Government-licensed emi- 
grant (tourist) agents in Italy; necessity of this continuance through the work- 
ing of the stringent Italian laws for the handling of emigrants (tourists). 

Maritime Administrator on December 21, 1953, supplemented action of March 
25, 1952, and authorized extension of waiver to close of business March 1, 1954. 

Report of Maritime Administrator served February 15, 1954, concluded that 
neither special circumstances nor good cause have been shown which would 
move him * * * to waive the provisions of section 804 * * * to permit American 
Export Lines, Inc., to act as agent in this country for the passenger combination 
vessels of the Italian Line. However, in view of the special circumstance that 
Export is now general agent for the Italian Line in this country and in order 
for Export to terminate the arrangement in an orderly way, extension of the 
eurrent effective waiver of the provisions of section 804 until the close of busi- 
ness June 30, 1954, was granted. 


Approved by Administrator June 29, 1955 


Permission for American Export Lines, Inc., to book passengers traveling on 
SS Independence and SS Constitution for oncarriage beyond Italian ports on 
vessels of Lloyd Triestino, Adriatica, and Turkish State Lines—waiver to expire 
December 31, 1956, but subject to cancellation at any time upon 90 days’ notice 
to American Export Lines, Ine. 

Arrangements are of benefit to Export, not so much from a financial standpoint 
(in the nature of fees for services rendered) as because they enable the operator 
to offer through service to the traveling public on vessels of their own choice, 
thus enabling Export to obtain passengers for the SS Independence and SS Con- 
stitution which might otherwise travel via the Italian Line or some other 
foreign-flag ships. It does not appear that these arrangements serve to take 
away any business from U.S.-flag vessels. The situation appears to be one 
which helps Export without any adverse effect on any other U.S.-flag vessels 
operating on essential routes. 


Approved by Administrator April 2, 1957 


ixtended waiver to permit American Export Lines, Inc., to continue presently 
existing agency agreements with Lloyd Triestino, Adriatica, and Turkish State 
Lines, Inc., to December 31, 1958. 

Letter dated January 20, 1959, extended waiver for period January 1 through 
February 15, 1959, pending completion of review and evaluation of request to 
continue agency arrangements. 

Letter dated February 20, 1959, extended waiver to March 31, 1959. 
Approved by Acting Maritime Administrator April 13, 1959 

Extended waiver between American Export Lines, Inc., and Lloyd Triestino, 
Adriatica, and Turkish State Lines, Inc., traveling on SS Constitution, SS Inde- 
pendence, or one of its combination vessels, for oncarriage beyond Italian ports 
both eastbound and westbound on vessels of these companies, for period from 
April 1, 1959, to December 31, 1960, subject to termination upon 90 days’ notice 
in writing to operator. 

Section 804 WAIVER 


AMERICAN MAIL LINE LTD. 


Approved by Maritime Commission July 29, 1947 

Granted approval to permit the rendering of agency services at Portland, 
Oreg., to vessels of Blue Star Line operating between Pacific coast of United 
States and European ports, subject to termination at any time upon 90 days’ 
notice by Commission. 

No U.S.-flag service maintained or in immediate prospect between U.S. Pacific 
and European ports, and Blue Star Line does not compete with any U.S.-flag 
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service declared to be essential under section 211 of the act; agency services will 
be a source of valuable information to a U.S. service as and when it engages 
in the trade and will aid in the development of available personnel qualified in 
traffic and operating aspects of the trade; American Mail Line does not pro- 
pose to retain the agency after a U.S.-flag service enters the trade unless it is 
determined by the Commission that good and sufficient reasons existed for doing 
so. 

By action of the Commission on February 20, 1948, waiver granted on July 
29, 1947 to continue in full force and effect during period of amended subsidy 
agreement, to permit American Mail Line Ltd., to render agency services at 
Portland, Oreg., to foreign-flag vessels of Blue Star Line operating between U.S. 
Pacific ports and European ports. 

By action of November 9, 1953 the Administrator terminated the waiver for 
the reason that same is not required in view of apparent absence of competi- 
tion by Blue Star Line with any American-flag service determined by the Ad- 
ministration to be essential. 

Section 804 WAIVER 


AMERICAN SOUTH AFRICAN LINE, INC. (NOW FARRELL LINES, INC.) 


Approved by Maritime Commission February 4, 1948 

Operation of feeder services on west African coast with vessels registered 
under Liberian flag, one service based at Monrovia, Liberia, and the other at 
Lagos, Nigeria, for the period of the subsidy agreement as extended, subject to 
cancellation at any time on 90 days’ notice by the Commission. 

In the past oceangoing vessels carrying cargo to many west African ports 
were required to tranship to lighters at some distance from shore, since many 
of those ports are inaccessible to large vessels. Under the present arrange- 
ments, cargoes destined for a number of shallow-water ports will be transhipped 
at one time to a feeder vessel at a deep-water port. The operations do not in- 
clude the booking of cargo or passengers for any other foreign-flag vessel. 


SECTION S04 WAIVER 
FARRELL LINES, INC. 


Approved by Administrator April 15, 1958 

Granted authority to operate two Liberian-flag feeder services, one at Mon- 
rovia, Liberia, and one at Lagos, Nigeria, for period from January 1, 1958, to 
December 31, 1959, subject to cancellation at any time on 90 days’ notice by 
Administration. 

Feeder fleet consists of several Small vessels which ply between harbors in- 
accessible to larger vessels picking up cargoes to be transshipped at Monrovia, 
Liberia, to Farrell’s oceangoing vessels employed in its west African service. 
These small vessels are able to navigate in shallow waters and can pick up cargo 
from various plantations, surf ports, poorly protected harbors and upriver ports 
not otherwise accessible to larger freight vessels. Thus these small vessels can 
unload the cargo from these sources directly into Farrelil’s oceangoing vessels 
at a central point for transshipment and means a quicker turnaround time for 
the larger freight vessels. 


FARRELL LINES, INC., AND MOORE—M’CORMACK LINES, INC. 


Approved by Administrator August 26, 1958 

Interline Passenger Traffic Agreement No. 8238, as amended by agreement No. 
8231-1, covering exchange orders for passenger transportation, with Royal 
Interocean Lines (a Netherlands corporation), whereby each may book passen- 
gers for interline triangular tours at reduced rates over the lines of the other 
between the United States and Africa, Africa and South America, and South 
America and the United States, for a period of 2 years from August 26, 1958, 
subject to termination upon 30 days’ notice. 

The benefits which may be expected to accrue to each of the U.S.-flag oper- 
ators as parties to the proposed agreement, by enabling them to offer the travel- 
ing public a more comprehensive coverage of the areas included under the agree- 
ment, would be the enlargement of the passenger potential on the segment of 
their respective services covered by said agreement; further it does not appear 
that the arrangements covering transportation of passengers under the agree- 
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ment could reduce the passenger business of any other U.S.-flag vessels since 
U.S.-flag service from the U.S. east coast to South and east Africa is confined 
to vessels of Farrell Lines and Moore-McCormack Lines. 


SEcTION 804 WAIVER 
GRACE LINE, INC. 


Approved by Commission August 20, 1946 


Permission to render agency services by affiliates of Grace Line, Inc., at ports 
in Chile, Bolivia, Peru, Ecuador, Colombia, and Panama to vessels of Johnson 
Line operating on its service from Scandinavian ports via a port or ports in the 
United Kingdom and/or European Continent, and a port or ports on the north 
coast of South America; thence proceeding via the Panama Canal to ports on 
the west coast of Colombia, Ecuador, Peru, and Chile, returning via the Panama 
Canal, stopping at a Central American port, thence to European terminal ports, 
during period of subsidy agreement, subject to termination upon 90 days’ notice, 

It is in the interest of the U.S. merchant marine to have this service in 
American hands, since, if Grace is forced to decline this offer, Johnson Line 
will probably turn to foreign-flag operators for representation. It is believed 
that such an arrangement would be beneficial to Grace in its operation of sery- 
ices on essential routes 2, 25, and 31, in that it would give it a broader contact 
and a greater opportunity for the booking of cargo for its own services. 


Approved by Commission October 27, 1947 


Permission to render agency services by affiliates of Grace Line, Inc., at 
J.S., Panama Canal Zone, Central America, and North Colombian ports to 
vessels of the Johnson Line operating between Swedish and other Scandinavian 
ports, via Antwerp and Panama Canal, and U-S: Pacific coast ports—San Diego 
to Vancouver—stopping en route at Barranquilla, Cartagena, and Venezuelan 
ports; also at ports on the west coast of Central America; said waiver shall be 
for period of subsidy agreement, but subject to termination at any time upon 
90 days’ notice. 

Grace stated that inasmuch as the Johnson Line service has been in existence 
for approximately 50 years, its continued operation is in no way dependent on 
representation by Grace affiliates, and that U.S.-flag operators have indicated 
a preference that the agency services be rendered by affiliates of Grace Line 
rather than other foreign companies. 


Approved by Commission December 18, 1947 


Continued in full force and effect for period of extension of the subsidy agree 
ment waivers granted on August 20, 1946, and October 27, 1947, subject to can- 
cellation upon 90 days’ notice. 


Approved by Administrator August 21, 1953 


To permit affiliated companies of Grace Line, Inc., to render agency services 
to Johnson Line in services identified as Johnson Line-North Pacific service 
and Johnson Line-South Pacific service, provided that such services shall not 
include solicitation of cargo or passengers for Johnson Line vessels, with under- 
standing that Grace Line Inc., may request a public hearing on said matter of 
solicitation, for period of 2 years from date of this approval, subject to cancel- 
lation upon 90 days’ notice. 

Such agency protects Grace Line vessels from unlimited foreign flag compe- 
tition; permits Grace Line through its affiliates to exercise a certain amount of 
control over cargo moving on the routes and the scheduling of ports of call by 
Johnson Line; enables Grace Line in many cases to obtain preferences as to 
eargo which might otherwise go to the foreign carrier. 


Hearing Docket S—45, notice served August 18, 1954—Report of Maritime Ad 
ministrator 
Section 804 waiver to permit affiliates of Grace Line Inc., to solicit cargo and 


passengers in this hemisphere for vessels of Johnson Line—extending Ad- 
ministrator’s action of August 21, 1953 to August 12, 1956. 


Approved by Administrator June 13, 1956 


Modified action of August 21, 1953, as modified by Report and Order dated 
August 12, 1954, so as to include under said waiver, agency services to Johnson 
Line on the Pacific coast of the United States by Grace Line’s holding company, 
W. R. Grace & Co. (Connecticut) in lieu of W. R. Grace & Co. (West Virginia). 
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Approved by Administrator July 10, 1956 


To permit Grace Line’s affiliates and its holding company (as and when merger 
of W. R. Grace & Co. (West Virginia) and Grace Line’s holding company, W. R. 
Grace & Co. (Connecticut) becomes effective), W. R. Grace & Co, (Connecticut) 
to serve as agents for the Johnson Line-North Pacific service at United States, 
Panama Canal Zone, Central American-and north Colombian ports, and for 
Johnson Line-South Pacific service at ports in Chile, Bolivia via Chilean and 
Peruvian ports, Peru, Equador, Colombia, and Panama Canal Zone, for period 
of 2 years—August 13, 1956 through August 12, 1958, subject to termination 
upon 90 days’ notice. 


Approved by Administrator January 7, 1957 


Approved request to permit Grace Line Inc., to render agency services to 
Johnson Line at U.S. Pacific coast ports in lieu of W.R. Grace & Co.; all other 
provisions and conditions of July 10, 1956 approval to remain in full force and 
effect. 

Approved by Administrator August 11, 1958 

Extension of existing waiver for a period of 2 years (August 13, 1958 through 
August 12, 1960) to permit Grace Line Inc., and its affiliated companies to serve 
as agents for Johnson Line-North Pacific service at United States, Panama 
Canal Zone, Central American and north Colombian ports; and for Johnson 
Line-South Pacific service at ports in Chile, Bolivia via Chile and Peruvian 
ports, Peru, Equador, Colombia and Panama Canal Zone, subject to termination 
upon 90 days’ notice. 


Administrator’s action May 21, 1956 


Permission for Panama Agencies Co. (Grace Line affiliate) to serve as hus- 
banding agent for foreign flag vessels transiting the Panama Canal, without 
transacting any passenger or cargo business at Cristobal, Balboa, C.Z., or 
Panama City, Panama, for period of 2 years from date of this approval, subject 
to termination upon 90 days’ notice. 


Approved by Administrator May 21, 1958 


Waiver extended for period of 2 years from May 21, 1958, subject to termina- 
tion upon 90 days’ notice. 

Agency will enable Panama Agencies Co. to derive considerable annual income 
without necessity of increasing its operating overhead and resultant increased 
profits for Panama agencies would inure to the benefit of the company, Grace 
Line and the United States; also could afford Grace Line a source from which 
to obtain valuable cost data which might be expected to enable the operator, 
as well as other U.S. flag companies, to more effectively compete with its foreign 
flag competitors and to increase its own operating efficiency and passenger/cargo 
potentials through enhanced knowledge of the vessel operations of its foreign 
flag competitors. 


Approved by Administrator April 22, 1958 

Permission for affiliated companies, Agencia Maritime S.A., and Agencia 
Salvadorena to act as agents for foreign flag vessels at San Jose de Guatemala, 
and La Libertad, El Salvador, respectively, for a period of 2 years from Jan- 
uary 1, 1958, subject to termination upon 90 days’ notice. 

Governments of Guatemala and El Salvador have authorized the establish- 
ment and maintenance of only one port company at each of its ports for purpose 
of providing terminal facilities for shippers and consignees, and agency services 
for vessels calling at these ports. Affiliate has been designated as the only 
agency authorized to render such services and is required to act as agent for 
all vessels calling at the ports, regardless of nationality. A similar situation 
is said to prevail at port of La Libertad. 


Section 804 WAIVERS 
LYKES BROS. STEAMSHIP CO., INC. 


Approved by Commission June 27, 1947 

For the period from date of this action until the termination of the subsidy 
agreement, with respect to the rendering of agency services by Lykes or its 
affiliated or associated companies to foreign-flag vessels owned or operated by 
the persons or concerns listed below when in U.S. gulf ports and Tampa, Fla. ; 
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provided such vessels are not operated into the gulf on regular liner service 
and provided that such services are restricted to entry and clearance of ves- 
sels, taking care of disbursements, and such other duties of similar nature 
which are within the scope of functions customarily performed by a ship’s 
agent who does not obtain cargo or passengers, subject to cancellation on 90 
days notice: 


Montreal Shipping Co. (Canada) 

Saguenay Terminals Ltd. (Canada) 
Swedish America Mexico Line (Sweden) 
Eagle Oil & Shipping Co. (England) 
Svenska-Shell (Sweden) 

Shell Canadian Tankers, Ltd. (Canada) 
Union of Soviet Socialist Republics 
Aluminum Line 

Shell Petroleum Co. (England) 

T.G.O. (Swedish Line) 

Wilhelmsen Line (Norwegian Line) 
Chilean Nitrate Sales Corp. (New York) 
John Ridley Son & Tully (England) 

J. & J. Danholm, Ltd. (Scotland) 

The West Hartlepool Steam Navigation Co., Ltd. (England) 
Glover Bros. (England) 

Common Bros. (England) 

Anglo-Saxon Petroleum Co., Ltd. (England) 
Anglo-Mexican Petroleum Corp. (England) 
North Atlantic & Gulf SS Co. (United States) 
Olaf Boe & Coe. (Norway) 

T.H. Brovig (Norway) 


These services consist merely in facilitating the entry and clearance of ships 
and arranging for incidental services required by such ships while in port. 
Rendition of service can in no way be detrimental to Lykes’ business or to the 
business of any other American-flag operator, regardless of operation in which 
the ship served is engaged. The ships do not gain any traffic business; the 
revenues received do assist in the payment of overhead expense. Services so 
rendered by Lykes to other shipowners make them available at ports where 
they maintain offices for rendering similar service to Lykes’ ships and the 
contacts so established are of material benefit to Lykes’ operations in main- 
taining wide commercial contacts. 


Approved by Commission December 7, 1947 (supplemented action of June 27, 
1947) 

For the period from date of this action until the termination of the subsidy 
agreement, with respect to rendering of agency services by Lykes or its affiliates 
or associated companies to foreign-flag vessels owned or operated by the 
Asiatic Petroleum Corporation (England) when in U.S. gulf ports and Tampa, 
Fla. ; subject to cancellation on 90 days’ notice. 


he 


Approved by Commission April 13, 1948 (supplemented actions of June 27, 1947) 

Permission for the period of the subsidy agreement to permit the rendering of 
agency services by Lykes or its affiliated or associated companies as follows: 

Performance of agency services to foreign-flag vessels by Lykes Lines Agency, 
Ine., a wholly-owned subsidiary, at Bremen, Bremerhaven and sub-ports of the 
Weser River, where such services are requested by U.S. military authorities in 
Germany and/or the U.S. Maritime Commission in Germany and/or London. 

Performance of agency services to foreign-flag vessels of the Wilhelmsen Line 
and Swedish America Mexico Line by Lykes Bros. Steamship Co., Inc. at 
Tampa, Fla., provided such vessels make only occasional calls at Tampa, gen- 
erally for purpose of loading part cargoes of phosphate and loading or dis- 
charging round lots of other cargoes, all of whieh are secured and arranged for 
by the owners direct with the shippers or receivers. 

Performance of agency sevices at Havana, Cuba, by wholly owned subsid- 
iary, Lykes Bros. Havana Agency, 8.A., to foreign-flag tramp vessels loading 
or discharging cargoes other than general cargoes moving between U.S. At- 
lantie and gulf ports and ports in Cuba. 

Subject to cancellation on 60 days’ notice. 
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Approved by Commission June 17, 1948 (supplemented aetion of April 13, 1948) 

Permission for the period of the subsidy agreement to permit the rendering 
of agency services at Havana, Cuba, by its wholly owned’ subsidiary, Lykes 
Bros. Agency, S.A., to foreign-flag vessels of the Wilhelmsen Line and Swedish 
America Mexico Line, subject to cancellation upon 60 days’ notice. 


Approved by Administrator August 11, 1953 


Continuation of waivers granted under dates of June 27, 1947, December 8, 
1947, April 13, 1948, and June 17, 1948; to terminate 2 years after date of this 
approval, subject to renewal upon application and approval thereof; subject to 
termination upon 90 days’ notice. 


Approved by Administrator August 4, 1955 (amended action of August 11, 1953) 

Approved for 2 years the continuation of waivers granted by above actions, to 
terminate August 11, 1957, subject to renewal upon application and approval 
thereof, and subject to termination upon 90 days’ notice. 


Approved by Administrator August 5, 1957 

Extending waivers approved on August 4, 1955, to December 31, 1957. Au- 
thorization for waivers for a 2-year period commencing January 1, 1958, de- 
ferred pending completion of review of application from Lykes dated April 26, 


1957. 
SECTION 804 WAIVERS 
Previous actions: June 27, 1947; December 8, 1947; April 13 and June 17, 
1948; August 11, 1953; August 4, 1955; and August 5, 1958. 


Approved by Administrator May 1, 1958, for period May 1, 1958, to Decem- 
ber 31, 1959, subject to cancellation upon 90 days’ notice 

Because Lykes and/or its related companies act as agents at U.S. gulf ports 
and in Cuba for various foreign flag operators they had established business 
relationships which enabled Lykes’ subsidized vessels to obtain certain cargoes 
which would otherwise be consigned to foreign-flag lines. Also these relation- 
ships aSsisted in securing information from foreign operators which aided in 
the promotion of Lykes’ activities in various countries where its vessels call; 
these contacts have been a source of information relative to cargo, cargo rates, 
eost factors in the maintenance and repair of vessels, and general traffic data. 


ScHEDULE II.—Lykes Bros. Steamship Co., Inc-—Waivers granted pursuant to 
section 804 of the Merchant Marine Act, 1936, as amended under operating- 
differential subsidy agreement, Contract No. MCO—62431—Contract ter- 
minated December 31, 1957 (awaivers temporarily extended under Contract 
No. FMB-59 to April 30, 1958) 

TYPE OF SERVICE 


1. Lykes Bros. Steamship Co., Ine., Rendering of agency services to for- 
or its subsidiary affiliated or associated eign-flag vessels owned or operated by 
companies. (See memo to Commission persons or concerns listed below when 
May 15, 1957; approved June 27, 1947.) in the U.S. gulf ports and Tampa, Fla., 

provided such vessels are not operated 
into the gulf or regular liner service: 

This waiver further permits the ren- 
dering of agency services to foreign-flag 
owners or operators other than those 
listed above including tankers provided 
such privilege shall be limited to ves- 
sels engaged in tramp service as con- 
trasted to regular berth service and not 
carrying general cargo. 


U.S. GULF PORTS AND TAMPA 
Olaf Bee & Co., Norway. 

Aluminum Line (Alcoa) : United States. 

T. H. Brovig: Norway. 

Chilean Nitrate Sales Corp.: New York. 

Carmen Bros.: England. 

J &J Demholm, Ltd.: Scotland. 


43399—59——3 
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Glover Bros. : England. 

Montreal Shipping Company: Canada. 

North Atlantic & Gulf Steamship Co., Inc. :* United States. 
John Ridley Son & Tully: England. 

Saguenay Terminals, Ltd.: Canada. 

Union of Soviet Socialist Republics. 

The West Hartlepool Steam Navigation Co., Ltd.: England. 
Swedish America Marine Line: * Sweden. 

Wilhelmsen Line: * Norway. 


FOREIGN FLAG TANKER COMPANIES 


Anglo-Mexican Petroleum Corp.: England. 
Anglo-Saxon Petroleum Co., Ltd.: England. 

Asiatic Petroleum Corp.: England. 

Eagle Oil & Shipping Co.: England. 

Shell Canadian Tankers, Ltd. : Canada. 

Shell Petroleum Co.: England. 

Sverka-Shell: Sweden. 

Trafik A/B Grangesborg Oxelosund (T.G.O.) : Sweden. 


2. Lykes Bros. Havana Agency, S.A. (a) Rendering of agency services at 
(wholly owned subsidiary of Lykes Havana, Cuba, to foreign-flag tramp 
Lines Agency, Inc.). vessels, loading or discharging cargoes 


other than general cargoes moving be- 
tween U.S. Atlantic and gulf ports and 
ports in Cuba. 

(b) Rendering agency service, hus- 
banding at Havana, Cuba, to foreign- 
flag vessels of the Wilhelmsen Line 
and Swedish American Mexico Line. 

3. Lykes Line Agency, Inc. (wholly Permits agency services to foreign- 
owned subsidiary). (See memo to flag vessels at Bremen, Bremerhaven, 
Commission March 24, 1948. Approved and such subports of the Weser Liver, 
April 18, 1948.) where such services are requested by 

the U.S. military authorities in Ger- 
many and/or the United States Mari- 
time Administration in Germany and/ 
or London. 
SECTION 804 WAIVER 
MISSISSIPPI SHIPPING CO., INC. 
Approved by Commission May 4, 1950 

Permission to operate a feeder service within the range of Point Noire 
(French Equatorial Africa) and Monrovia (Liberia) with a chartered vessel of 
foreign registration for a period not to exceed 1 year from effective date of 
charter agreement for such foreign-flag vessel, such feeder service, if the op- 
erator so desires, to be made available to other U.S. flag and foreign operators 
engaged in trade on west coast of Africa; subject to cancellation on 90 days’ 
notice. 

It is a recognized fact that oceangoing vessels experience considerable delays 
in loading and unloading at numerous West African ports due to shallow water 
approaches and * * * this service will contribute greatly to a successful and 
efficient operation on the trade route. 





LRequest for continuation to service this company withdrawn by Lykes’ letter of Nov. 
21, 1957. 

2Services to these companies at Tampa, Fla., discontinued by Lykes on Aug. 1, 1956, 
as noted in its letter of Sept. 4, 1956. 

® By letter dated Nov. 21, 1957, Lykes withdrew its request for continuation of this 
waiver. 


Notr.—All of the above agency services permitted by each of the sec. 604 waivers 
(unless otherwise indicated) were restricted to entrance and clearance of vessels, taking 
care of disbursements, husbanding, and such other duties of similar nature as are within 
the scope of functions customarily performed by a ship agent who does not solicit or book 
cargo or passengers. The recommendations submitted in connection with the continuation 
of certain of those waivers under the new Operating-Differential Subsidy Contract No. 
FMB-—59 contain similar restrictions. 
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Approved by Administrator January 22, 1951 


Extended waiver previously granted to April 15, 1952, under the same con- 
ditions; authorized the charter of a second feeder vessel provided that the pe- 
riod of the charter does not extend beyond April 15, 1952. 


Approved by Deputy Maritime Administrator August 10, 1951 


Extended waiver under same conditions as above actions, to continue feeder 
service with two chartered vessels of foreign registry to January 31, 1954. 


Approved by Administrator July 31, 1953 


Permission to continue to operate a feeder service within the range of Mon- 
rovia (Liberia) and Angola (Portuguese Africa) ports, with a chartered Nor- 
wegian-flag vessel (MV Kong Dag) for a period of 2 years (beyond January 
1, 1954 expiration date set by existing authority granted on August 10, 1951), 
commencing on date of delivery (November-December 1953) under a new char- 
ter, subject to cancellation on 90 days’ notice. 

Service will contribute greatly to a successful and efficient operation in the 
route as oceangoing vessels experience considerable delays in loading and un- 
loading at numerous West African ports due to shallow water approaches; will 
appreciably reduce turnaround time of company’s transatlantic vessels operating 
in TR 14-2. 


Approved by Administrator December 16, 1955 


Permission to continue feeder operations on west African coast with chartered 
Norwegian-flag vessel (MV Hocgh Vedette) for period January 31, 1956, through 
March 2, 1957, subject to cancellation on 90 days’ notice. 

Approved by Administrator December 11, 1956 

Permission to continue to operate a feeder service on west African coast in 
area bounded by Monrovia, Liberia on the north, and Port Gentil, French Equa- 
torial Africa on the south, for the period from March 2, 1957 through December 
$1, 1957, with the MV Hocgh Vedette, and interposed no objection to execution 
of a new charter agreement for a period of 2 years from June or July 1957, sub- 
ject to cancellation on 90 days’ notice. 

Study revealed that feeder vessel performs a valuable service to company by 
serving ports which it would not otherwise be possible to serve through the 
utilization of liner ships, without considerable delay in turnaround, and re- 
sultant inadequate service to shippers. It was further found that the feeder 
operation was profitable. 


Approved by Administrator on April 28, 1959 
Permission to continue to operate a feeder service with a chartered vessel on 
west African coast for 2 years beyond March 2, 1959, subject to cancellation on 
90 days’ natice. 
SecTion 804 WAIVER 
THE OCEANIC STEAMSHIP CO. 


Approved by Acting Maritime Administrator on July 3, 1957 

Approved Agreement No. 8142 covering interchange and exchange orders of 
passenger traffic between Matson Navigation Co. and the Oceanic Steamship 
Co. and Orient Steam Navigation Co., Ltd., whereby each may book passengers 
for round trip voyages at reduced rates or for through transportation over 
the line of the other between United States and Canadian Pacific ports or 
Hawaiian Island ports and Fiji Island, New Zealand, or Australia, for a period 
of 2 years from date of approval; subject to termination upon 36 days’ notice. 

This approval will enable Oceanic to offer greater frequency of sailings for 
the return leg of a round trip voyage than it would provide with only the SS 
Mariposa and Monterey. On conclusion of the outbound journey, a passenger 
can have a shorter time in port, or a somewhat longer stop, than would be 
available if all his travel occurred on vessels of one surface carrier. The added 
frequency of return surface sailings will also be attractive to passengers who 
might otherwise make the round trip by air; the Oceanic Steamship Co. will, 
by virtue of its operations of the SS Mariposa and Monterey under the ar- 
rangements in the agreement, be able to enhance its position in the field of 
passenger carrying on its service without adverse effect upon any other U.S.- 
flag operators. 
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SecTION 804 WAIVER 
PACIFIC FAR EAST LINE, INC. 


Approved by Administrator, August 5, 1954 


Permission to perform husbanding agency services for vessels of Republie 
of Korea and/or Korean Shipping Corp., a steamship company wholly owned by 
Republic of Korea effective June 18, 1954, and to terminate on June 30, 1956 
subject to renewal upon application; subject to termination on 90 days’ notice. 
Husbanding services by an American steamship line is in the national interest of 
the United States. 


Approved by Deputy Maritime Administrator, July 6, 1956 

Continue to perform husbanding agency services, either directly or through 
subagents, at North and Central American parts and at ports in the Philippine 
Islands to vessels of the Republic of Korea and/or the Korean Shipping Corp. 
(a steamship company wholly-owned by the Republic of Korea), for the period 
July 1, 1956 to June 30, 1958, subject to renewal upon application; subject to 
termination on 90 days’ notice. 


Approved by Administrator, August 8, 1958 


Extended waiver for period from July 1, 1958 to June 30, 1960, subject to re- 
newal upon application; subject to termination upon 90 days’ notice. 


SeEcTION 804 WAIVER 
PACIFICO TRANSPORT LINES, INC. (PREDECESSOR TO STATES STEAMSHIP CO.) 


Approved by Administrator October 22, 1954 

Permission for States Steamship Co. (parent company of Pacific Transport 
Lines) to render husbanding services as agent or subagent in Pacific coast ports 
until June 30, 1955, for foreign flag vessels of : 

Glaessel Shipping Corp., as representatives of various German steamship 
owners and/or operators; Fratelli d’ Amico, Armatori-Italian-flag tramp tanker 
operator; Counties Ship Management Co., Ltd., managing agent for British-flag 
ships; Continental Carriers Corp., Arrow Steamship Co., Fribourg Trading 
Co., Inc., Counti Steamship Corp. 

Permission for States’ wholly owned subsidiary, Quaker Line, Inc., to act as 
agent in Philadelphia until December 31, 1954, for foreign-flag vessels owned 
or operated by States Marine Line, such agency activities to include the solici- 
tation of freight for sailings from Philadelphia. 

The above subject to cancellation upon 60 days’ notice. 

States agreed to supply Maritime with information as to wages, subsistence 
stores, insurance, maintenance, and repairs and other subsidizable items of 
expense paid by foreign-flag lines insofar as such information is obtainable 
by States in its capacity as agent. 

States advised that Quaker Line, Inc., is agent for all steamers owned or 
operated by States Marine that enter or leave the port of Philadelphia and 
that revenues obtained from this agency are of material assistance in the 
efforts of States’ subsidiary, the Pacific Atlantic Steamship Co., to sustain 
intercoastal service. 

Approved by Deputy Marine Administrator June 29, 1955 

Extension until October 22, 1955, of above waiver for the following: 

Glaessel Shipping Corp., as representative of various German steamship own- 
ers and/or operators. 

Fratelli d’ Amico, Armatori-Italian-flag tramp tanker operator. 

Counties Ship Management Co., Ltd., managing agent for British-flag ships. 

Continental Carriers Corp., Arrow Steamship Co., Fribourg Trading Co., Inc., 
Counti Steamship Corp. 

Provided that all other conditions attached to action of October 22, 1954, 
shall continue in effect. 


Approved by Assistant Deputy Marine Administrator October 24, 1955 
Extension to December 31, 1955, to permit States Steamship Co. to render 
husbanding services as agent or subagent in Pacific coast ports for foreign-flag 
vessels of the following companies, provided that all other conditions in actions 
of October 22, 1954, and June 29, 1955, shall continue in effect with respect to 
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this extension: United Steamship Corp., Arrow Steamship Co., Fribourg Trading 
Co., Inc., Counti Steamship Corp. 

Extension to December 31, 1955, granted in order to allow additional time 
for receipt and evaluation of foreign-flag information and such additional data 
as may be furnished by applicant, etc. 


Approved by Administrator December 14, 1955 


Permission for States Steamship Co. (parent company of Pacific Transport 
Lines, Inc., to act as agent for vessels chartered and operated by the United 
Nations Korean Reconstruction Agency, it being understood that such waiver 
is limited to checking readiness with the Corps of Engineers, arranging berths, 
loading and documentation of vessels, and such other husbanding activities as 
are usually performed by a ship agent who does not solicit or book cargoes or 
passengers, provided that cargoes loaded on vessels serviced by States Steam- 
ship are limited to lumber and lumber products with Corps of Engineers as 
shippers and UNKRA as consignee; waiver shall be for a period of 2 years 
from date of approval, subject to termination upon 90 days’ notice to Pacific 
Transport Lines. 

Strengthening of relations with the Korean Government, assisting the security 
of cargo for States and Pacific Transport Lines, and in the interests of national 
defense of the United States with Korea as a pro-Western ally on the Asian 
continent. 


Approved by Administrator August 23, 1957 


Continuance until date scheduled for expiration (December 14, 1957) in the 
name of States Steamship Co., so as to permit the rendering of agency services 
to vessels chartered and operated by UNKRA, provided that except for the 
substitution of States for PTL, all of the conditions attached to action of De- 
cember 14, 1955, are to remain in full force and effect. 


SEcTION 804 WAIVERS 
STATES STEAMSHIP CO. 


Approved by Acting Maritime Administrator December 23, 1957 

Permission for company to render certain terminal services to foreign-flag 
vessels transporting automobiles from Europe to San Francisco, and reefer cargo 
from Australia and/or New Zealand to Long Beach and/or San Francisco, for 
period of 2 years from date of this approval, subject to termination upon 90 
days’ notice. 

Rendering of services does not work to detriment of other U.S.-flag operators, 
the United States, or the U.S. merchant marine as a whole, and revenue received 
for such services, though insignificant, is applied so as to reduce terminal over- 
head expenses of the operator; also augments tonnage over the pier facility 
which assists in relationship with port authorities. 


Approved by Administrator June 1, 1959 


Modified above action to render terminal services to foreign-flag vessels, to 
include rendering of terminal services to vessels of foreign-flag operators in 
connection with the loading of outbound general and reefer cargo; all other 
provisions of waiver to remain in full force and effect. 

Approved by Acting Maritime Administrator December 26, 1957 

Permission to act as agents for vessels chartered and operated by United 
Nations Korean Reconstruction Agency (limited to checking readiness with Corps 
of Engineers, arranging berths, loading and documentation of vessels, and such 
other husbanding activities as are usually performed by a vessel agent who does 
not solicit or book cargoes or passengers, provided that the cargoes loaded or 
vessels serviced by States under this authority are limited to lumber and lumber 
products with the Corps of Engineers as shipper and UNKRA as consignee for 
a period of 2 years from December 14, 1957. (UNKRA is an agency of the 
United Nations), subject to termination upon 90 days’ notice. 


Approved by Administrator April 29, 1958 

Permission to render terminal services to vessels of Italnavi Line at States’ 
piers in Long Beach and/or San Francisco; services limited to providing a berth, 
the checking and receipt of cargo from and to the vessels; States will not be 
involved in any manner in brokerage or solicitation of cargo or passengers; the 
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physical operation of the vessels; or loading or discharging of cargo, for period 
of 2 years from date of approval, subject to termination upon 90 days’ notice, 

Italnavi Line is a marine subsidiary of Fiat Automobile Co. and its primary 
function is to transport Fiat automobiles from Italy to California; however, it 
also solicits outbound cargo from California to Italy and Marseilles, France, 
Service of Italnavi Line conflicts to a degree with U.S.-flag vessels operating on 
essential services ; however, such conflict is minor in nature. Evident that pres. 
ent U.S.-flag service could not accommodate the full shipload lots of Fiat auto- 
mobiles carried by Italnavi Line on its inbound service to California. 


SEecTIon 804 WaAIVER—APPLICATIONS PENDING 





ISBRANDTSEN CO., INC. 


Application for operating-differential subsidy on trade route No. 32—Great 
Lakes, St. Lawrence—United Kingdom and Continent Line. 

Applicant is the general United States of America agent of a freight service 
employing Dutch-flag cargo vessels, owned by Vinke & Co., a national of the 
Netherlands, and operated in the berth trade from U.S. gulf and South Atlantic 
ports to ports in Continental Europe (Havre/Hamburg range). 

Applicant is also the managing operator under the same conditions of a vessel 
owned by Vinke & Co., in the freight service between New York and Bermuda, 

Applicant also engages in worldwide charter operations under time or trip 
charters using American- and foreign-flag vessels carrying principally bulk 
cargoes. 

Applicant presently time charters two Liberian-flag cargo vessels from a Pan- 
amanian corporation for operation in the bulk cargo trade. 

An executive of applicant privately owns a stock interest in two Panamanian 
corporations, each of which operates a Liberian-flag vessel. 


STATES MARINE CORP. 


Application for operating-differential subsidy on trade routes Nos. 13, 29, 30 
and tricontinent services. 

Although this applicant has several connections and affiliations which come 
within the provisions of section 804 of the act, the company’s president has 
agreed, as a condition to the granting of an operating-differential subsidy, should 
States Marine Corp. otherwise be found by the Board to qualify fully for such 
subsidy, that certain conditions required by the Federal Maritime Board will 
be fulfilled so as to remove this case from section 804. 

The Cuatrman. They have all been granted and there have been 
only two public hearings held on all these waivers ? 

Mr. Morse. That is correct. 

The Cuarrman. Now we will recess for the evening and we will 
have an opportunity to go over this inatter. So, the committee will 
stand in recess. 

(Whereupon, at 4:40 p.m., the committee was recessed subject to the 
call of the Chair.) 


ir 


i 


m—eor oe @ctr @ aw 








FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED 
OPERATORS 


WEDNESDAY, JUNE 24, 1959 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON MercHant MarIne 
OF THE COMMITTEE ON MERCHANT MARINE AND FISHERIES, 


Washington, D.C. 


The subcommittee met at 10 a.m. room 219, Old House Office Build- 
ing, Hon. Herbert C. Bonner (chairman) presiding. 

Mr. Bonner. The committee will come to order. 

This hearing has been called for further consideration of H.R. 
7601, a bill to amend the Merchant Marine Act of 1936 to provide fur- 
ther requirements for applicants for and contractors under operating 
differential subsidy contracts. 

The Merchant Marine Act of 1936, in all of its provisions, reflects a 
strong policy favoring citizen owned and controlled American flag 
merchant marine, without conflicting foreign entanglements of any 
sort. The firm position on this point as contained in the 1936 act grew 
out of disclosures made by the congressional investigation of the mer- 
chant marine in 1934. 

As a result of that investigation it was concluded that affiliations 
between subsidized American operations and foreign-flag operations 
(and even between subsidized shipping operations and other types of 
related maritime industries) were contrary to the public interest in 
that the Government’s investment could be jeopardized through an 
operator’s ability to play one activity against another under his con- 
trol. This situation has been met in good part by section 804 of the 
Merchant Marine Act of 1936, which makes it unlawful for a con- 
tractor receiving operating subsidy to have any interest in foreign- 
flag vessels competing with American-flag services on essential trade 
routes. 

Section 804 makes certain provisions for waiver of this prohibition 
in meritorious cases for limited periods of time. 

Upon review of the adequacy of existing law, to achieve the clearly 
intended purpose, it has been concluded that there are major gaps 
which should be closed if the sound congressional intent previously 
expressed is to be fully achieved. These gaps are (a) that there is 
no provision for requiring a finding in connection with the applica- 
tion for subsidy that the prospective contractor has divested himself 
of conflicting foreign affiliations and (b) there is no requirement that 
a matter of this importance and magnitude should be reviewed with 
ae fullest necessary public exposure through the medium of public 

earings. 

The purpose of H.R. 7601 is simply to close these gaps. 











36 FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 


The Chair would like to state that it views this as a matter of the 
highest importance. This committee is responsible for overseeing 
the effective carrying out of this Nation’s maritime policy toward the 
maintenance and development of an adequate American-flag merchant 
marine. So long as we have this responsibility, and so long as I am 
the chairman of this committee, I intend to do all that is within my 
power to see that there will be no opportunity for scandal or wrong- 
doing which will reflect adversely on our merchant marine or result 
in some other committee taking over to investigate matters which 
appear to be contrary to national interest. 

ou will recall that Mr. Morse, while generally endorsing the aim 
of the bill, raised some questions as to its form. Accordingly, I have 
had it redrafted to include his ideas and some additional ones of my 
own. y ; ah: 

It was not the intent of the Chair to deal with any individual ap- 
plication for subsidy operation contract during these hearings. Since 
Mr. Morse, Chairman of the Maritime Administration, injected the 
States Marine application, we will analyze this application as a typical 
one that justifies the amendment and justifies the analysis of the ap- 
plication in its various ramifications and the different forms of di- 
vestment that have been submitted in the case. 

I want the record to show a letter that the Chair wrote to the 
General Accounting Office under date of September 29, 1958, with 
respect to this eee 

(The letter follows) : 

WASHINGTON, N.C., September 29, 1958. 
Re application of States Marine Lines for operating differential subsidy: Fed- 
eral Maritime Board Docket No. 8. 57. 
Hon. JoseEPpH CAMPBELL, 
Comptroller General, 
General Accounting Office, 
Washington, D.C. 

DEAR Mr. CAMPBELL: You doubtless are aware of the application of States 
Marine Lines for operating differential subsidy now pending before the Federal 
Maritime Board. That application involves, among other things, a new concept 
of what may constitute an essential service under the Merchant Marine Act, 
1936, namely the so-called tricontinent service. In addition it involves a total 
minimum of 108 and a total maximum of 168 subsidized sailings annually, cal- 
culated to require the subsidization of approximately 30 vessels. 

My interest in this application has been aroused primarily as the result of 
articles recently appearing in national magazines, first in a recent issue of 
Fortune and then in the Business Week for September 6, 1958. If you are not 
already familiar with these articles, they will be enlightening to you when 
read. They explain—in detail sufficient only to excite further curiosity—the in- 
tricate welter of corporations in the States Marine family, States Marine’s 
ownership of foreign-flag vessels, and its maintenance of general agencies for 
foreign-flag vessels, all of which would be contrary to the Merchant Marine Act 
if States Marine Lines were subsidized. Of course these activities could be 
continued with appropriate waivers by the Board, but so far as I know none has 
thus far been granted. 

It is also of great interest to me in this connection that the Federal Maritime 
Board, by order of September 5, 1956, in its Docket S—57, held that the foreign- 
flag interests of States Marine Linés should not be inquired into in that pro- 
ceeding ; instead they will apparently be considered and determined ex parte by 
the Board and States Marine Lines, without the presence of other interested 
parties. I consider this strange, for in earlier instances of a similar nature 
publi¢ hearings were held on the issue raised by the foreign-flag associations, 
See application of Grace Line, Docket No. S-45, 4 MA 466 and application of 
American Export Lines, Docket No. S-438, 4 FMB 379. 
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In my judgment, to be certain that the interests of the Government are ade- 
quately safeguarded, both from the standpoint of the provisions of the Merchant 
Marine Act, 1936, and the Federal tax statutes, the General Accounting Office, 
prior to subsidy contract execution, should concern itself with the issues which 
the Maritime Board apparently intends to withhold from public scrutiny. Your 
staff, in my opinion, is far better qualified, both by manpower and experience, to 
ferret out and evaluate the facts here relevant—many of which I am certain 
have not been and will not be voluntarily disclosed—than is the harried staff 
of the Federal Maritime Board. I consider it imperative that your Office par- 
ticipate in the administrative task of developing and evaluating the facts if 
the Government’s interests are to be properly protected and the statute properly 
adhered to. 

I am sure you will share my views concerning the importance of this matter, 
which I am confident should be gone into by your Office at once. 

Sincerely, 





HERBERT C. BONNER, Chairman. 


Mr. Bonner. I want the record to show the hearings before the 
subcommittee on the Department of Commerce appropriations begin- 
ning on page 470 through page 482. In this hearing, on page 478, 
there is a plan of divestment that was shown to the Appropriations 
Subcommittee that was supplied for the record by Mr. Morse. 

(The pages follow :) 


FoOREIGN-FLAG OPERATIONS 


Mr. Preston. Have any of these companies been engaged in foreign-flag 
operations? 

Mr. Morse. Isbrandtsen and States Marine have each had some types of 
foreign-flag operations. 

Mr. Preston. At this time? 

Mr. Morse. Both of them are in the process of divorcing themselves from their 
foreign-flag operations or have completed the divorcement. 'That question comes 
up under section 804, and I notice Mr. Bonner has introduced a bill requiring 
that there be public hearings by the Board in any section 804 situations. 

The present statute does not require a public hearing. 

I assume your question is directed primarily at States Marine? 

Mr. Preston. Not necessarily. No; I would not want to pinpoint any particu- 
lar operator. 

Mr. Morse. Let me say that my answer will be directed primarily to States 
Marine: 

Section 804 says it is unlawful to award or pay subsidy to an operator who 
has foreign-flag affiliations unless he first obtains a waiver from the Board. 
We have given section 804 waivers in the past. 

Mr. PresTon. In how many instances and to which companies? Do you 
recall? 

Mr. Morse. Yes; Grace Lines with respect to their acting as agent for Johnson 
Lines, a Swedish company; American Export for a number of years when they 
acted as agent for the Italian Lines and then there still exist two or three 
waivers in respect to minor foreign-flag connections. 

The Farrell Lines, I believe it is, utilizes one or two small foreign-flag ships 
for feeder services in their African coastwise trade. 

Mississippi Shipping Co., Inc., is in the same area, and uses a foreign-flag 
feeder service, but these latter two are minor in nature and supplementary to 
the service of the operator. 

Now, getting back to States Marine, on the question as to whether it was or 
was not necessary for the Board to grant an 804 waiver was submitted to Mr. 
Ed Ransom when he was General Counsel of Maritime and in the program which 
States Marine submitted to him as to the method in which they would divorce 
themselves of their foreign-fiag affiliations, the General Counsel of the Maritime 
ruled that section 804 was not involved. 

In other words, the divorcement proceedings would result in, I will say, an 
“uncontaminated” American-flag operation so that it would be unnecessary for 
the Board to even consider whether they would or would not grant a waiver. 

This matter of the interpretation or the action of our General Counsel has 
been referred to the General Accounting Office to ascertain from the General 
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Accounting Office, after a review by them, whether they would take legal excep. 
tion to the conclusion of our own General Counsel. 

Mr. Preston. And you are awaiting that decision? 

Mr. Morse. We are awaiting that decision. 

Mr. Preston. My only concern is this: I certainly am not crusading against 
any company, but my own concern is that any new operator should certainly 
be divorced entirely from foreign-flag operations. I do not think it adds up for 
us to have anyone drawing a subsidy while having any foreign operations com- 
peting with ours. That is my only concern, I assure you. I am not crusading 
against any company. I make this statement with reference to all companies, 
and if it is found that any of the present operators had any connection with 
foreign-flag bottoms I would be in favor of canceling contracts with any com. 
pany holding such a contract. 

Will the amount which you have requested be adequate to keep the payments 
as current as possible? 

Mr. Morse. Yes, sir; we think the $130 million is the proper figure to be 
requested for this fiscal year. We are moving ahead as rapidly as we can to 
eatch up the past years where there is money still owing, and by the end of 
fiscal 1960 we think we will be paid up through calendar year 1955, which will 
put us on a fairly current basis. 

There are appeals on minor items and things of that sort. So, there is some 
normal lag in finalizing previous years. 


RECAPTURE POSITION OF THE GOVERNMENT 


Mr. Preston. Have you a statement showing the recapture position of the 
Government in these matters? 

Mr. Morse. Yes, sir. 

At page 581, the amount of recapture is spelled out for each of the calendar 
years since 1947. 

(The matter referred to appears on p. 473.) 

You will see under the column entitled ‘“‘Recapture” there has been over $244 
million recaptured in that period commencing in 1947, including the estimate 
for the first half of calendar year 1960. 

Mr. Preston. Under the column “Subsidy accrual,” is that the total amount 
which has accrued since 1947? 

Mr. Morse. Yes, sir. 

Mr. PRESTON. $1,281,916,806? 

Mr. Morsk. Yes, sir. 

Mr. Presvon. I believe you put the figure of $244 million in the record? 

Mr. Morse. Yes, sir. 


UNOBLIGATED BALANCE 


Mr. Preston. What is your unobligated balance as of the latest reporting 
date? 

Mr. Fisuer. As of the end of April, Mr. Chairman, we have about $5 million 
unexpended in the total appropriated to date. 

Mr. Preston. And there would not be any doubt about your obligating that 
between now and the end of the fiscal year; would there? 

Mr. Morse. Not at all. We have a request pending for a $10 million supple- 
mental. 

Mr. Preston. What happened to that in the Senate? 

Mr. Forp. The full amount was restored in the Senate. It was cut to $5 mil- 
lion by the House, but the Senate restored it to $10 million, 

Mr. Preston. No final action has been taken on that bill yet? 

Mr. Forp. Not yet. 

Mr- Preston. How will that bill affect the request before the committee for 
fiscal 1960? 

Mr. Morse. Even if it is granted, we will expect to expend taat full amount 
during the current fiscal year so that we should not reduce the request for $130 
million for fiscal 1960. 


SUMMARY OF SUBSIDY ACCRUAL, EXPENDITURES AND CASH REQUIREMENTS 


Mr. Preston. At this time we shall insert page 581 of the justifications. 
(The page referred to follows:) 
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Mr. Shelley, do you have any questions on this item? 
y yq 


AFFITLATIONS WITH FOREIGN-FLAG CARRIER 


Mr. SHELLEY. I just want to reiterate and reaffirm what you said, Mr. Chair. 
man, as my own position. I feel any line which is subsidized under the Mer- 
ehant Marine Act of 1939 should not either directly or indirectly have any 
corporate or financial entanglements or controlled alliance with foreign-flag 
operations. 

I am afraid if we are not careful we are going to have to—in fact, I feel 
pretty confident we will have to amend the Merchant Marine Act in many 
respects, but specifically in such respect as will make clear this particular point: 
in view of some of these firms who for years had foreign-flag operations and 
foreign corporations and American corporations, now embarking on a new pat- 
tern in the last year or two and divesting themselves, at least for the record, 
of any connection with the foreign ships under one corporation and setting up 
a sort of a clean American corporation, so they can come in for a subsidy. 

But, still, somewhere they have a relationship with some other firm which 
has the foreign-flag vessels still under their control. 

I think we all know that there are cases where this exists. I had one expe- 
rience, Mr. Morse, that I think I should ask you about, or acquaint you with 
in any event, and let you make your comments on it. 

While in Japan last year and during the course of my visit to the shipyards— 
and by the way, Mr. Lundegaard and I went to 10 different shipyards and did 
not see a single idle way in a single yard—at the large Itazuke yard at Kobe 
which was employing in the neighborhood of 20,000 men, the general manager 
of the yard, while taking Mr. Lundegaard and me through the yard, pointed 
to 3 vessels—1l on the ways, 1 in the outfitting dock, and 1 with 
steam up getting ready for a trial—and commented that these vessels were built 
by them for States Marine of the United States. I expressed some surprise. 
I said, “Are yousure?”’ Hesaid, “Oh, yes; Iam sure.” 

He said, “Of course, they are going to fly the Panamanian flag and it is a 
different corporation.” He further said, “I do not know how you Americans 
set it up, but actually he said all contact with us has been by the States Marine 
people here.” 

Mr. Morse. I am not unfamiliar with that. These ships are being built for 
a Panamanian or Liberian corporation which is 100-percent owned by States 
Marine Corp. of New York. The applicant for subsidy is the States Marine 
Corp. of Delaware, and it is the divorcement proceedings of the States Marine 
Corp. of New York and States Marine of Delaware which has been referred 
to earlier which has been referred to the General Accounting Office to ascertain 
if there is a section 804 question involved. 

Mr. SHELLEY. Prior to the divorcement proceedings they were interlocking, 
and they had the same directorate in these corporations? 

Mr. Morse. They worked hand in glove. There is no question about that. 

Mr. SHELLEY. I think the interesting thing was Mr. Morse’s answer, if you 
heard that, that these corporations were interlocking and that the whole basis 
of these proceedings is to bring about a final divorce and separation which must 
be completed before they can come in with clean hands on an application for a 
subsidy under the Merchant Marine Act? 

Mr. Morse. You are absolutely right. 

Mr. CeperserG. Would the gentleman yield? 

Mr. SHELLEY. Yes, sir. 

Mr. CEpERBERG. It would appear from the statements which have been made 
here and if they are correct that that is a direct attempt to avoid the intent 
of the act. 

Mr. SHELLEY. I think the gentleman is absolutely right. I think this is what 
is going on. 

I would like at this point to ask Mr. Morse if there has been any thought given 
to this possibility by himself and the members of his Board that some of these 
companies are attempting to find their way around the act to continue these 
situations. I am not now referring to States Marine, but I refer to the Onassis 
operation. 

Mr. Morse. The Onassis situation is a horse of a different color. 

Mr. SHELLEY. But it is out of the same stable. 
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Mr. Morse. No. It is an entirely different problem. The Board is very much 
concerned with this whole question and we have gone into it very carefully and 
a great length. 

The States Marine case involves in part the question of whether an operator 
has foreign-flag affiliations or has 100 percent American affiliations, who has 
gone nonsubsidized for all these years, and why should we now subsidize him? 
That is a phase of this same problem. 

The fact that States Marine had gone unsubsidized up to the present time 
in part turned on the fact that they had foreign-flag operations which supple- 
mented their income from American operations. 

On the other hand, there are some purely American operators who have gone 
without subsidy all these years and are now applying for subsidy. They have 
done so primarily on the basis that they are now being confronted with the 
problem of replacing their present fleet, and without subsidy they are unable to 
do so. Should we consider those people as second-class citizens for the pur- 
pose of applying for a subsidy on the basis that they elected to go nonsubsidy 
all these years and now they are coming in and asking for Uncle Sam to assist 
only because they are forced to do so, or should we consider those people as 
eligible and to receive credit rather than criticism for the fact that they have 
not asked for subsidy all these years or are we to give greater credit to the 
companies who, for reasons of their own, found it more advantageous to collect 
subsidy all these years? 

Mr. SHELLEY. Now, you are referring to the one which has been an American 
operation all the way through? 

Mr. Morse. Yes, sir. 

Mr. SHELLEY. But operated nonsubsidized, and which now comes in and 
makes application for a subsidy? That is a horse of one color. 

Mr. Morse. Yes, sir. But the principle is the same. 

Mr. SHELLEY. What about the horse of the other color or what about the 
other end of the horse? 

Mr. Morse. The States Marine is the largest example. Isbrandtsen, al 
though a smaller operator, is equally involved in foreign-flag affiliations. 

Mr. SHELLEY. What motivates them now to make this change? Has that 
been put in the record? 

Mr. Morse. Yes, sir. They are confronted with the same replacement as the 
pure American operator. They want to remain in the steamship business and 
to replace their fleet. They either have to get subsidy or they have to go 
entirely foreign flag. There is no inbetween for them. They would prefer to 
be under the American-flag operation, and they want to divorcee themselves and 
apply as a pure American citizen. 

If they fail to get subsidy they say, “We do not have any alternative—we 
are not making a threat—but we have no alternative if we are going to remain 
in the steamship business but to get subsidy or go to foreign-flag operations 
entirely.” 

It is also true that the States Marine has been a big user of American-flag 
ships. They only own 25 or 30 of their own, including the Isthmian Line, but 
they normally operate anywhere from 80 to 100 American-flag ships. So, they 
have been big users of American-flag ships, and they employ American seamen 
on all these ships. However, they have had their foreign-flag affiliations. Most 
of their foreign-flag operations are in connection with the carriage of bulk 
eargo. They have a connection with Republic Steel and also with one of the 
aluminum companies, I believe, in which they jointly share in the ownership 
and operation of these foreign-flag vessels. 

Mr. SHetiey. That is all I have at this point. 


WAIVERS PRECEDENT TO SUBSIDY 


Mr. Morse. To get back to the fundamental question, and one thing which 
influences me on this whole thing, is section 804 where it says we may grant 
a waiver. If this divorcement proceeding is cleared through the General Ac- 
counting Office and they say there is no section 804 problem involved, then I 
do not have to face up to the question, Will we grant a waiver? 

Mr. Yates. Mr. Chairman, will the gentleman explain what he means by 
“granting a waiver’? 
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Mr. Morse. Section 804 of the 1936 act says it is illegal to award or pay 
operating subsidies to an American-flag applicant if it has foreign-flag affiliations 
of various sorts, but it gives the Board authority to waive that defect, if you 
want to call it that. I anticipate that the divorcement proceedings will be of 
such a character that GAO itself will confirm that there is no foreign-flag 
connection of a character which would require them to come to the Board and 
get a waiver of any sort. 

Mr. Yates. How many such waivers have there been in the last year or in 
the last few years? 

Mr. Preston. We covered that earlier, Mr. Yates. 

Mr. Morse. Yes, sir; there are two major ones: The Grace Line with respect 
to acting as agent for the Johnson Line and the American Export as agent for 
Italian Lines. 

The latter is now discontinued. 

Getting back to your question, Mr. Shelley, the next step in my thinking is 
the problem of deficiency of American-flag liner cargo capabilities. Since there 
is a deficiency for mobilization purposes and these people are willing to sign up 
for a major ship replacement program for fast cargo ships, that influences my 
thinking at least in part in going along with their application, assuming all the 
other provisions of the act are met. 

Mr. SHELLEY. In other words, with the waiver question out of the way you 
would look at this just as any other American operator coming and making an 
application for subsidy ? 

Mr. Morse. Yes, sir; that is in substance what I am saying. 

Mr. Preston. Mr. Morse, in examining this proposition does the Board look 
carefully into the corporate structure of these two corporations? 

Mr. Morse. Oh, very definitely. 

Mr. Preston. Do you require a list of the stockholders of both corporations? 

Mr. Morse. The stockholders, the percentage of stock owned, and any connec- 
tions they have with any other foreign-flag activity, the officers, the directors, and 
their connections with other activities. We go into it very fully. 

Mr. Preston. Which corporation was created first, the New York or the 
Delaware? 

Mr. Morse. I do not recall. I think the Delaware corporation. 

Mr. Preston. Have both corporations been in existence for some time? Have 
they existed contemporaneously or was one created 

Mr. Morse. As I recall, the Delaware corporation was set up in the early 
thirties and the New York corporation was set up at a later date, but just how 
much later I do not know. They have both been in being for quite a number 
of years. 

Mr. Preston. I think that is a significant fact, that they have been in being 
and it is not a means of circumventing some of the provisions of the act. While 
I am not prepared nor informed enough to pass on that aspect of it—— 

Mr. Morse. I will supply for the record when each of the corporations was 
éstablished. 

Mr. SHELLEY. Would you also supply for the record at the same time a list 
of officers of both corporations? 

Mr. Morse. Yes, sir. 
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(The information referred to follows :) 
STATES MARINE CORP. 
90 Broad Street 
NEW YORK, N.Y. 


New YorRK CORPORATION 
DELAWARE CORPORATION 
(Incorporated December 26, 1930) 


DIRECTORS 
H. D. Mercer 
c.S. Walsh 
A. D. Frese 
J. Zion 


PRINCIPAL OFFICERS 


Cc. S. Walsh, president 

A. D. Frese, vice president and 
treasurer 

N, W. Johnson, vice president 

Pp. V. Everett, vice president 

J, E. Andrews, vice president 
(deceased ) 

J. Gumie, vice president 

W. H. McGrath, vice president 

J.T. Carpenter, vice president 


(Incorporated June 11, 1946) 


DIRECTORS 
H. D. Mercer 
C.S. Walsh 
A. D. Frese 
J. H. MeGrath 


PRINCIPAL OFFICERS 


C. 8S. Walsh, president 

J. Ic. Davies, vice president, traffic 

I. M. Griffin, vice president, traffic 

D. M. MacNeil, vice president, traffic 

J. E. Andrews, vice president, traffic 
(deceased ) 

R. G. Stone, vice president, traffic 

W.H. McGrath, vice president, traflic 

J. T. Carpenter, vice president, legal 

J. de la Pena, vice president, traffic 


W. R. O’Connell, vice president 
J. H. Ball, vice president J. H. Ball, vice president, traffic 
G. W. Gow, secretary G. W. Gow, comptroller 
A. J. Theis, assistant secretary A. J. Theis, vice president and assistant 
secretary 
C. Culver, vice president, traffic 
T. F. Dunn, vice president, traffic 
L. H. Quackenbush, husbanding 
P. D. Barksdale, treasurer 
J. H. MeGrath, secretary 
Edw. A. Terris, vice president 
Juro Watanabe, vice president 


The above list of principal officers shows the incumbents as of the latest date 
available. It will be noted that this listing shows that in most cases the same 
individuals occupy similar positions in both companies. 

By action of June 13, 1957, the Federal Maritime Board imposed specific re- 
quirements considered necessary to bring about a legally sufficient separation 
between the two companies for section 804 purposes. The applicants were in- 
formed of these conditions by letter dated August 14, 1957, and they were ac- 
cepted in principle by both States Marine (New York) and States Marine (Dela- 
ware). These conditions, among other things, included the following: 

(1) States Marine (Delaware) and States Marine (New York) to have 
no common officers or directors. 

(2) Stock ownership in the two companies to be so distributed that no 
single group of individuals would own among them a majority of the stock 
in both companies. 

By memorandum dated April 24, 1959, the company submitted a revised plan 
of reorganization of both companies which is presently under study by the 
Maritime staff. 
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Mr. SHELLEY. Would you agree with this statement which I think is the general 
opinion of the type of operation in which States Marine has been engaged over 
the years, that they have followed no trade route. They have operated on a 
“pickup cargo” where they could, and dispose of it where they could, and pick 
it up again, which is to some extent a tramp, but not quite a full tramp service 

Mr. Morse. It is a combination of tramp and liner operations. It has been for 
years. It isa flexible type of operation. 

Mr. SHELLEY. Now that the States Marine has an application for subsidy, as- 
sume for this situation that that subsidy is granted, will there be any change 
required in the nature of their operations, or has their application requested a 
subsidy approval with any departure from the heretofore established practice 
of required trade route tracking by subsidized operators? 

Mr. Morse. Under their application they would eliminate what would be the 
tramping operation. They have what they call their tricontinent service. The 
vessels trade from Europe to the United States to the Far East and back in 
various operations. 

It is a very flexible type of service that they wish to operate. They ask for 
quite a degree of flexibility between the minimum and maximum voyage on the 
various segments of the routes. They operate over established trade routes, 
though. The Board has not yet indicated that it will be willing to go along with 
the degree of flexibility that they are asking. As a matter of fact, as far as I 
am personally concerned, I would be unwilling to do so, because it would be 
then in a more advantageous position than some of the other American-flag 
operators who do not have the same degree of flexibility, although one of the 
other largest American-fiag operators has what we call interchangeability of 
vessels between the various routes. : 

All of them do have, but this one that I think of particularly has an inter- 
changeability which gives it practically the same flexibility that States Marine 
is asking for. 

Mr. SHELLEY. Do you care to name that operation at this point? 

Mr. Morse. Lykes. 

Mr. Bow. Will the gentleman yield? 

Mr. SHELLEY. I would be very happy to yield. 

Mr. Bow. I am greatly interested in all these questions the gentleman from 
California is asking. They are most interesting, but I am a little concerned as 
to whether or not we are getting away from appropriation matters and probing 
the minds of a quasi-judicial body as to how they are going to decide cases before 
them, what their thinking is going to be in the decisions on cases pending before 
such body, and whether or not in our position in appropriating funds it is proper 
to consider how they are going to decide such cases. 

I only raise the question, Mr. Chairman, not as a matter of criticism and not 
in protection of any one company. I am interested in this, and I might ask the 
same questions myself off the record of these gentlemen, but I just wonder 
whether we have gone a little beyond the appropriations function in trying to 
determine what the Board is going to do or might do in certain cases. 

Mr. Morse. Mr. Bow, I had no hesitancy in answering any of this line of 
questions because the Board has already issued its Board decision. 

Mr. Bow. So these questions are addressed to those where decisions are al 
ready made? 

Mr. Morse. Yes, sir. 

Mr. Bow. And not in any cases now pending before the Board which you 
might again be called upon to review? 

Let us assume that the General Accounting Office, or whoever is considering 
whether section 804 is involved, would determine that section 804 is involved, 
would you not then be required to go into the question of a determination of their 
rights and under section 804 would it not then be back in your lap? 

Mr. Morse. Yes, sir; it would be. I think while it is quasi-judicial in nature, 
it is a different type that I was talking about under the 605(c) proceedings on 
which we have Board hearings. 

Mr. Bow. I just raised the question. 

Mr. SHetiey. I might say I appreciate the gentleman raising it, and I know 
he has done it with every constructive and friendly intent, because Mr. Bow 
and I have always had a complete understanding in working on these matters. 
But I have been extremely careful to avoid just that type of question. 

Mr. Bow. I know you have. 

Mr. Preston. May I say this also, if Mr. Shelley would yield? 
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Before this line of questioning was introduced I had stated that I hesitated 
to ask this type of question because we were dealing with a quasi-judicial mat- 
ter, but at that point the Chairman of the Board assured me that it was within 
the bounds of propriety to ask some questions. 

Mr. Bow. May I say this? I would hope that questions which are asked 
which would go into the question of determinations by the Board as a quasi- 
judicial group, I would certainly hope that the Chairman of the Board would 
so state when the question is asked so we do not invade a field that I do not 
believe we have a right to invade. 

Mr. Preston. I would certainly share that feeling myself. 

Mr. SHELLEY. I think the record should show at this time that the Chairman 
of the Board, Mr. Morse, is considered to be one of the country’s most eminent 
and outstanding lawyers in this field, and I think he would certainly recognize 
any question that is out of order. 

Mr. Morse. Thank you, sir. 


PRACTICES OF OPERATORS 


Mr. SHELLEY. One further question as to present and past practices with 
present operators : 

I understand they have been given over the years a trade route to follow 
with designated ports, none of which they have to hit every trip, but they have 
to guarantee they will give service to that area, and that there have been 
times when some of these operators have had an opportunity to pick up a cargo— 
sometimes a pretty good load of cargo—in one single lot at a port that was a 
little off their certified or approved run, and that there have been numerous oc- 
easions of difficulty or delay in getting approval for departure, for instance, 
to go from Manila over to Vietnam to pick up something because that was not 
always on their run and there was no other vessel coming in there for some 
time, and as a result the cargo that they may have picked up was lost to foreign 
flag or some other outfit operating on a nonscheduled, nonsubsidized basis. 

Is that the history of the situation? 

Mr. Morse. That has occurred occasionally, but I will say those were the 
exceptions rather than the rule. We do permit deviation from an established 
trade route if the operator can show that the cargo that he would pick up and 
the revenue will be advantageous to him. If there is no other American-flag 
operator involved, we do it more or less as a matter of course. If another 
American-flag operator also calls at this port, he is given an opportunity to see 
whether he can pick up the cargo himself irrespective of whether he is a subsi- 
dized or nonsubsidized operator, he is given first choice at the cargo. There 
have been one or two instances I know where we have not permitted an operator 
to go into an area over the protest of another American-flag operator and the 
cargo was carried by some foreign flag. 

Mr. SHELLEY. How many instances that you know of, Mr. Morse, of this? 
I ask this in every friendly spirit because I have been told there have been such 
instances—many instances—where the cargo was there and there was a ship 
available in the near vicinity of one of our subsidized lines and by the time the 
Board had granted its approval it had been delayed and took some time and 
the cargo was gone. 

What is the average time it takes to make this decision? Are there hearings 
on it? 

Mr. Morse. It is an Administration matter, rather than a Board matter. 
These are handled normally by the Chief of the Office of Government Aid, but he 
is not here at the moment. 

Mr. Smith, however, is here, who is the No. 2 man in that Office, and perhaps if 
you would address that question to him he could better answer it than I could. 

Mr. SHetiey. You heard the question, Mr. Smith. Do you care to make any 
answer to it? 

Mr. Smiru. Mr. Chairman, I am Lemuel C. Smith, Deputy Chief, Office of 
Government Aid. 

Mr. Shelley, if I understood your question, it was primarily directed toward 
the average time required to approve or disapprove one of these requests? 

Mr. SHELLEY. What is the time element involved, and do you recall any in- 
stances where the opportunity to pick up cargo on the part of an American- 
subsidized operator has been lost because of delay in arriving at a decision? 

Mr. Situ. No, sir; I do not recall of any where that was the sole reason. I 
recall cases where the request has been disapproved by us, but even that disap- 
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proval was relayed to the operator so that he knew that we would not approve 
it. 

In the cases of approval I know of none where it was just a question of the 
staff not acting on it within the time. 

Mr. SHELLEY. What is that time period generally? 

Mr. SmiruH. It would vary from possibly 3 hours’ notice on the part of the 
operator to 15 days’ notice on the part of the operator. We have cases where 
operators have applied to us at 4 o’clock in the afternoon for some cargo they 
wanted to pick up the next morning and we have been able in all cases to act 
upon the request administratively. We would like to have more time, but 
sometimes traffic just does not work that way. 

Mr. Morse. The delay, I might add, is in part administrative procedurally, 
but it is in part an attempt on our part to assure the other American-flag oper- 
ators who regularly serve the port and who might have the opportunity for the 
cargo that they are not frozen out. 

We are trying to protect everyone. 


CONSTRUCTION IN FOREIGN SHIPYARDS 


Mr. Yates. Mr. Morse, Mr. Shelley discussed what he had seen in the con- 
struction yards in Japan for the construction of ships of a certain American 
operator. Are there similar contracts that you know about with respect to other 
operators, or is this the only instance where ships are being constructed in 
foreign yards for use by American operators? 

Mr. Morse. There are many ships that have been and are being built in for- 
eign yards by American capital. The oil companies, for example, build some 
of their ships abroad for operation under foreign flag. That is done for many 
reasons. One is that France, for example, has a requirement that 50 percent 
of its oil be imported on French-flag ships. Take Standard of New Jersey, for 
example; if they are going to be in business in France they have to meet the 
French laws. 

Another reason that some of these ships are built abroad is currency controls 
which do not permit the American companies to withdraw their earnings from 
some countries. So the only way they can use their earnings is by either build- 
ing ships or building plants or things of that character. But there are other 
companies—other American companies—that do build abroad. There is one 
yard in Japan which is used almost exclusively by an American operator for 
building ships for his foreign-flag operation. 

Mr. SHELLEY. Is that the Ludwig operation? 

Mr. Morse. Yes, sir. 

Mr. Yates. You gave two reasons why they build in foreign yards. You have 
the tankers by Standard Oil Co. because of the French law and you also have 
mentioned the currency restrictions. Is there similar reason for the Ludwig 
Co. operations? 

Mr. Morse. The cost is about 50 percent of building in American yards. 

Mr. Yates. For a similar ship? 

Mr. Morse. For an identical ship. 

Mr. Yates. Fifty percent cheaper? 

Mr. Morse. Approximately 50 percent cheaper. 

Mr. Yates. Are the ships that are constructed in foreign yards subsequently 
put into American service under the subsidy program? 

Mr. Morse. No, sir; it is forbidden under the subsidy program but they could 
be put under American-flag registry for operation in the foreign commerce of 
the United States. 

I do not recall that it has been done, but it could be done. 

Mr. Yates. Does this require a waiver also? 

Mr. Morse. No, sir; not so far as Maritime is concerned. The vessel can be 
documented under the American flag for foreign-flag operation even though it is 
built abroad for foreign commerce operations, but without a subsidy. 


Mr. Bonner. I want the record to include the plan of divestment 
dated June 5, of the States Marine Lines, which plan shows that the 
Mercer interests own 64 percent of the Delaware corporation and 
about 87.5 percent, or thereabouts, of the New York corporation. 


— nelle 
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(The document referred to follows :) 
STATES MARINE LINES, 
Washington, D.C., June 5, 1959. 
Re subsidy, States Marine Lines. 


Mr. JAMES L. PIMPER, 
Secretary, Federal Maritime Board, 
U.S. Department of Commerce, Washington, D.C. 


Dear Mr. PIMPER: We refer to your letter of August 14, 1957, advising us that 
on June 13, 1957, the Federal Maritime Board determined that if States Marine 
Corp. of Delaware (hereinafter referred to as “Delaware’’) and its affiliated 
companies were separated and reorganized so as to comply with conditions 1, 
2, 3, 4, 5, 6, and 7 of your letter, no consents or waivers under title VIII would 
be required as a condition to the granting of an operating differential subsidy 
should Delaware (or its successors) otherwise be found by the Board to fully 
qualify for such subsidy and should it be found that section 605(c) of the 
act did not constitute any bar to the granting of such subsidy. 

We set forth below the seven conditions referred to in your letter and the 
action that has been taken with respect to these conditions up to this time. 


Condition No. 1 


“Delaware and States Marine Corp. (New York) to have no common officers 
or directors.” 


Comment 


All necessary papers have been prepared and are ready for execution to give 
effect to this requirement. Delaware and States Marine Corp. (New York) will 
have no common officers or directors. 


Condition No. 2 
“Stock ownership in the future companies are to be as outlined in the 
memorandum dated January 8, 1957, submitted by Delaware, i.e. : 


‘(In percent] 











States Marine 
“Stockholder Delaware Corp. (New 
York) 

SE «2c chin aieanesn nauseum Gadesnathamaseamiedttgoaeeckataee Scene 12. 78 15. 00 
PROS wen dcenstbianedsnans wana te wn gm sak abc Gee Acdsee coins ss esate 10. 65 12. 50 
I io ee ke oh ie ante ees sii lla Salls titan peaacinaseeinae 10. 65 None 
EE I iirc as 2d din iaiine an dade diners Asai Scedinn wae aaenaEn None 12. 50 
Catherine S. Mercer trust pit Cadence cdc castak ee ence ee aa 25. 56 30. 00 
pee an. Gomme GUNG... SO 2 i SHORES 12.7 None 
PIR ils OIOONRS 856). edd iS ninlnin ofan Jd idee <9 be teen SORES elec dak None 15. 00 
Be A I Sesh nbmenandubagelncimei kon ecssdlicmestes ail 6. 39 None 
ST UY once con coctcees cesses accor ner tence ee None 7.50 
ED, MUONONT CIGD: i506 ctL bas wcidu cc cubbccn deantedidemcenladiccan 6.39 None 
NTE Mh ici cm tsinntb ciara: nidbwealveaiaertndiads eae, aaa eas ae None 7. 50 
IN OTR Cs inact ecurmae eebcnaade ch aulibonaaaiaie ain ees 14. 80 None 
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Comment 


Charges have been made, as shown below, further separating the stock owner- 
ship of Delaware and States Marine Corp. (New York) : 


{In percent! 








| States Marine 
Stockholder Delaware | Corp. (New 
| | York) 
Se lidatenteptahectes hbase . biiaaieciceemdsiinast malian) tinal lea 
! 
ey eck dt. A Tei ae hl ST .. 12. 78 |} 15.00 


(A bank other than Chase-Manhattan Bank will be named as voting | 
trustee of H. D. Mercer’s Delaware stock. The bank chosen as voting 
trustee of H. D. Mercer’s stock may also be named as voting trustee of | 
the Delaware stock of Millicent M. Johnson.) | | 
A. D. Frese-.--- — 10. 65 | 12. 50 
(A corporate voting trustee for the Delaware stock will be named. It 
will be a bank other than those acting for other stockholders.) 


C. 8. Walsh. fod i 3. Ja, 0A cti. ‘ 10. 65 None 
C.8. Walsh trust__ None 12. 50 
(Chemical C orn Exe hange Bank is corporate trustee for New York { 
stock. ) 
Catherine S. Mercer trust- 25. 56 None 


(A corporate voting trustee for the Delaware stock other than those 
acting for other stockholders will be named. It will be a bank other | 
than Chase-Manhattan Bank. 


Catherine 8. Mercer trust_._-- eck ae None 30. 00 
(Chase-Manhattan Bank as trustee for New York stock.) 
Millicent IITA Dass oe ioe, hee a Ll a aaddaehesnkdacwancetns 12. 78 | 15. 00 


(A bank other than the Chase-Manhattan Bank will be named as | 
voting trustee of the Delaware stock. The same bank chosen as voting 
trustee of Millicent M. Johnson’s stock may also be voting trustee for the 
Delaware stock of H. D. Mercer.) 
a Se a a la oe sil 6. 39 | None 
(A corporate voting trustee to be named. This will be a bank other | | 
than those acting for other Delaware stockholders.) { 
H. D. Mercer, Jr---- a a oe on None |} 7. 50 
Douglas D. Mercer trust_ ; Nida 6. 39 | None 
(A corporate voting ‘trustee to be named. This will be a bank other 
than those acting for other Delaware stockholders.) 





III anne icici on acenin adicnndincabhe da sabtpombusws nai Snasans : None | 7. 50 
Se, CO NON OY WO soc5scscactcctaccscsenGescsessccnssessseesocasese= 14. 80 | None 
ka ik calls Mele aati ad all 100. 00 | 100. 00 


i 





1 Millicent M. Johnson trust terminated by its terms when she reached the age of 35. The trust no lenger 
exists and Millicent M. Johnson is personally the owner of both the Delaware and New York stocks as 


listed above. 


Condition No. 3 

“The voting trust arrangement presently in existence, and which provides 
for trustees to vote the Delaware stock in case of a tie vote between the present 
stockholders (States Marine Corp. (New York) and Anderson, Clayton & Co.), 
to be eliminated.” 


Comment 
All necessary papers have been executed to give effect to this requirement. 


Condition No. 4 
_ “All present trustees, except Herman Goldman, of Mercer Trusts to resign, 
leaving as sole trustee, Herman Goldman.” 


Comment 

All acting trustees of the Mercer Trusts will resign. The Chase-Manhattan 
Bank thereupon becomes the sole trustee. There will be nominated a corporate 
voting trustee (other than the Chase-Manhattan Bank) for the Delaware stock. 
Zach voting trust agreement will contain the following conditions: 

(a) The consent of the beneficiary to the establishment of the voting 
trust, to the right of the trustee to vote the stock and to all of the conditions 
contained in said voting trust agreement, including those set forth below. 

(b) As long as Delaware is a party to an operating subsidy contract, the 
voting trust will continue in force in accordance with statutory privilege 
for 10 years and such additional 10-year period as may be required to coin- 
cide with the life of the subsidy contract or contracts. 
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(c) The voting trustee will be obligated at all times to vote for the best 
interests of Delaware (the subsidized company) regardless of the effect 
that such vote may have on other interests of the beneficiary, and the 
beneficiary agrees that the stock shall be voted by the voting trustee in such 
manner. 

(d) There will be no changes in the conditions of the voting trust agree- 
ment or in the voting trustees without prior written approval of the Federal 
Maritime Board, irrespective of any State laws or statutes. 

(e) The voting trustees will at no time vote for the election as a director 
of Delaware of any person who directly or indirectly owns, charters, acts 
as agent or broker or operates any foreign-flag vessels competing with any 
essential American-flag service. 

Condition No. 5 
“The Walsh Trusts to be either dissolved or, if legally possible, amended so 


that an irrevocable trust will be set up naming a bank, other than the Chase- 
Manhattan Bank, as sole trustee.” 


Comment 

It is possible to make trusts irrevocable in the States of New York and New 
Jersey and the Walsh Trusts which will have as their corpus the stock of States 
Marine Corp. (New York) will be irrevocable and will have as their trustee the 
Chemical Corn Exchange Bank or such other corporate trustee as may be satis- 
factory to the Federal Maritime Board, 


Condition No. 6 

“States Marine Corp (New York) to change its name so as not to have a name 
identified in any way with the words ‘States’ or ‘Marine’, to change its house flag 
and stack insignia so as not to be identified with that now used by the States 
Marine companies.” 


Comment 


The name of States Marine Corp. (New York) has been changed to Global 
Bulk Transport Corp. The house flag and stack insignia on all vessels operated 
by Global Bulk Transport Corp. will be changed so as not to be identified with 
any flag or insignia used by Delaware. 


Condition No. 7 


“Delaware to have no ownership or holdings in, or affiliation or association 
with, any company which directly or indirectly owns, charters, acts as agent 
(other than husbanding agent), or broker for or operates say foreign-flag ves- 
sels competing with any essential American-flag service. No officer, director, 
agent or executive of Delaware or of any company (includes any holding com- 
pany, subsidiary, affiliate or associate of Delaware) referred to in preceding 
sentence shall directly or indirectly own, charter, operate or act as agent or 
broker for any foreign-flag vessels competing with any essential American-flag 
service. Delaware to have no agency relationship with States Marine Corp. 
(New York) and vice versa. Delaware to sell its interest (50 percent) now 
owned in States Marine-Isthmian Agency, Inc., which acts as agent for com- 
peting foreign-flag lines, including Mitsubishi, South African Marine, Irish 
Shipping, Ltd. and States Marine Corp. (New York); or otherwise to dissolve 
all such agency relationships.” 

Comments 

All provisions of Condition No. T have been complied with. You are further 
advised that in consideration of the award of operating differential subsidy a 
separate instrument will be executed by the settlers and beneficiaries of each 
trust stipulating not to exercise any right to terminate such trusts pursuant to 
any State or Federal law during the life of the operating differential subsidy 
contract or contracts. 

Very truly yours, 
E. A. Terres, Vice President. 


_Mr. Bonner. I want to include in the record at this point an analy- 
sis of the apparent plan of divestment submitted on June 5, 1959. 
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(The document referred to follows :) 


The apparent plan of “divestiture” is for States Marine (Delaware) to become 
the subsidized line under the guidance of the Walsh-Anderson Clayton interests 
while the foreign-flag operations are continued by States Marine (New York) 
under the guidance of the Mercer-Frese interests. However, both States Marine 
(Delaware) and States Marine (New York) will have virtually identical stock 
ownership; the only difference is that Anderson Clayton will not own stock in 
the States Marine (New York) operation and the interests of all other stock- 
holders in the States Marine (Delaware) will be reduced proportionately to per- 
mit Anderson Clayton to own about 15 percent of that company. 

No detail is available as to the terms of the C. 8S. Walsh Trust and the trusts 
for Catherine S. Mercer, H. D. Mercer, Jr., and Douglas D. Mercer (the wife and 
two sons, respectively, of H. D. Mercer). It must be assumed that these trusts 
place the stock in the hands of corporate trustees to apply the income thereof for 
specific purposes, probably the economic well-being of the individuals named for 
their immediate families. Nor are there full details available concerning the 
voting trusts referred to; here it must be assumed that the owner of the stock 
has given up only the right to vote it in the ordinary course of corporate busi- 
ness. The lack of available information emphasizes the necessity of public hear- 
ings to develop the facts in full. 

1. Section 804 makes it unlawful for any subsidized operator or “any holding 
company, subsidiary, affiliate, or associate of such contractor or such charterer, 
or any officer, director, agent, or executive thereof, directly or indirectly to own, 
charter, act as agent or broker for, or operate any foreign-flag vessel which com- 
petes with any American-flag service determined by the Commission to be es- 
sential as provided in section 211 of this act * * *” Mr. Walsh will be an officer 
and director of States Marine (Delaware), and he will own about 11 percent of 
that company. The C. 8. Walsh Trusts will own 12.5 percent of States Marine 
(New York). If, under the terms of the C. S. Walsh Trusts, there is either any 
present or continuing economic benefit to Mr. Walsh from the trust, or if he has 
a residuary interest in the stock upon its termination, he has an ownership in- 
terest in the foreign-fiag States Marine (New York), contrary to 804. 

2. The principal question is whether States Marine (New York) is an affiliate 
or associate of States Marine (Delaware) despite the interposition of the various 
voting trustees, and the trusts for Mrs. Mercer and the two Mercer sons. What- 
ever else may be disclosed in public hearings, it is plain that H. D. Mercer, Milli- 
cent Mercer Johnson (his daughter) and A. D. Frese (his long-time business 
associate) will together own 35 percent of States Marine (Delaware) and 42 
percent of States Marine (New York) free and clear of all trusts and restric- 
tions, save that the right to vote their stock in States Marine (Delaware) will 
be vested in a corporate trustee. This common stock interest alone is sufficient 
to make States Marine (New York) either an associate or an affiliate of States 
Marine (Delaware). To the foregoing common stock ownership there should be 
added the 26 percent of States Marine (Delaware) and 30 percent States Marine 
(New York) owned by the Catherine S. Mercer trust (Catherine S. Mercer is 
the wife of H. D. Mercer), where again there is an identity of stock ownership in 
the two corporations and only the right to vote the stock in States Marine (Dela- 

vare) is to be vested in a corporate trustee other than the trustee holding title 
to the stock in States Marine (New York). Viewed another way, Mr. and Mrs. 
Mercer and their daughter will own approximately 50 percent of Delaware and 
60 percent of New York, and with Mr. Frese, they will own approximately 60 
percent of Delaware and 72 percent of New York. 

The General Counsels of the Maritime Commission and Board have repeatedly 
held that a small (less than 10 percent) common stock interest and a single 
common director in two corporations made them “associated” or “affiliated” 
within the restrictive provisions of the Merchant Marine Act. Here the very 
large identity of stock owership demands the same conclusion, even though there 
is no common director, in view of the historical ties and the community of in- 
terest of the various parties involved. 

The owner of stock subject to a voting trust has all the economic benefits of 
unrestricted stock ownership. Moreover, he retains all rights of a shareholder 
in all the areas not specifically covered by the trust agreement including, in 
some instances, the right to vote. See “Lattin on Corporations” (1st ed.) page 
829. Thus, the trustee has no power to vote the stock of a dissenting stockowner 
in case of a sale of the corporate assets, The Matter of Bacon (287 N.Y. 1, 38 
N.E. 2d 105 (1941) ); the voting trustee cannot amend the corporate charter to 
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give debenture holders voting rights, Brown v. MeLenahan (148 F. 2d 703 
(C. A. 4, 1945) ) ; and the stockowner can contest a corporate election, Chandler 
y. Bellanca Aircraft Corp. (19 Del. Chancery 57, 162 Atl. 163 (1982) ). 

An early construction of “associate” by the Maritime Commission is contained 
in a letter from Admiral Land, Chairman, to the Acting Comptroller General 
dated March 11, 1938. Copies were transmitted to the Senate Committee on 
Commerce and the House Committee on Merchant Marine and Fisheries. The 
word “associate” was there stated— 

«“* * * to be derived from the Latin ad, ‘to,’ plus sociare, ‘to join,’ and to mean 
a companion, an ally, a confederate, an affiliated person or association. In 
other words, carrying out the family analogy, an associate is not a member of 
the family, but is closely related through some common interest.” 

The close relationship between and common interest in the two corporations 
are apparent, 

3. The interposition of an individual corporate trustee—not merely a voting 
trustee—has sometimes been effective to avoid the restrictions of statutes where 
corporate “control” has been the test. But the sweep of section 804 is much 
broader than a mere prohibition against recipients of subsidy being in control 
of foreign-flag operations. The legislative history of section 804 shows Congress 
intended that (1) subsidy recipients cannot act for foreign-flag vessels or in any 
other way be so interested in the results of thetr performance as might reasonably 
be expected to give rise to a conflict of interests between American-flag shipping 
on any essential route and in competing foreign-flag operation, and (2) there 
should be no possible diversion of subsidy payments into foreign-flag operations. 
Both these principles are violated. 

The stockholders of States Marine (Delaware) are in a position, if necessary, 
to use their dividends from subsidized operations to support the foreign-flag 
operations of States Marine (New York). Similarly, those stockholders have 
every financial and economic incentive to place the interests of their foreign 
operations above the interests of the American lines with which those foreign 
operations compete. 

4. But even under statutes which use merely the test of control, an independent 
trustee—let alone a mere voting trustee—would not be sufficient insulation in the 
circumstances here present. The Interstate Commerce Act requires prior ICC 
approval whenever one carrier purchases or acquires control of another. Where 
a railroad purchased another but unrelated carrier and put the purchased stock 
in an independent trustee, the ICC held that its approval was not required. 
However, in McLean Trucking Co.—Investigation of Control (70 MCC 601 
1957) ), the McLeans majority stockholders and management of the trucking 
company, sought to divest themselves of control thereof so as to be eligible to 
acquire control of a water carrier. They trusted their stock in the truckline 
to a New York bank to be voted and sold by the trustee. The board there- 
after elected included a majority who previously were directors and associates 
of the McLeans. Citing North American Co. v. S.E.C. (327 U.S. 686, 693 (1946) ), 
for the relevance of “historical ties and associations,” the hearing examiner held 
this trust arrangement did not effect a divestiture of control, saying (proposed 
report pp. 33-34) : 

“The historical ties between Malcolm McLean and Trucking’s directors and offi- 
cers are an established and significant fact. * * * it is only natural and proper 
that they retain a feeling of gratitude and loyalty to him and his relatives.” 

The Commission adopted the examiner’s finding, saying (p. 607) : 

“* * * McLean did not effectively divest himself of the power to control Truck- 
ing when he transferred his common voting stock therein, in trust, to trust 
company * * *.” 

5. Where the shipping laws of the United States, are couched in terms of 
“control”, the interposition of an independent trustee does not work to evade 
the statute. Section 2 of the 1916 act requires the “controlling interest” of a 
business entity to be owned by citizens if the entity is to be a U.S. citizen: that 
controlling interest must be ‘free from any trust or fiduciary obligation in favor 
of any person not a citizen of the United States”. This definition is incor- 
porated into the 1936 act by 905(c) thereof. Certainly, if the independent 
trustee device cannot avoid the citizenship requirement, neither the independent 
trustee nor the voting trustee can avoid the statutory requirement that recipi- 
ents of subsidy benefits neither be interested to the point of reasonably probable 
conflict in the operations of foreign-flag vessels nor be so situated as to divert 
subsidy moneys into foreign-flag operations. 
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6. The Comptroller General’s opinion on the Onassis trust does not help States 
Marine. There (36 Comp. Gen. 140) the Comptroller General held that the 
independent trustee (Grace National Bank of New York) of dry cargo and tanker 
vessels operated for the benefit of the minor citizen children of an alien grantor 
was not an “affiliate” of the Grace Line, a subsidized operator, within 805(a) 
of the Merchant Marine Act, 19386. But the bank had no interest in the operation 
of the ships other than the compensation it was to be paid as trustee. Here, the 
question is not whether the trustees are affiliates of States Marine (New York) 
because they have legal title to the stock of States Marine (Delaware), but 
rather whether the corporations are affiliates. The Grace Bank decision, hold- 
ing as it does that legal title is to be disregarded in favor of actual facts in 
searching out compliance with the purpose of the act, supports the proposition 
that the trustee device doesn’t avoid the statute. 

Mr. Bonner. Mr. Morse, we sent you a copy of the revised proposal 
with respect to this bill and now we would like to have your comments, 


STATEMENT OF CLARENCE G. MORSE, CHAIRMAN, FEDERAL MARI- 
TIME ADMINISTRATION, ACCOMPANIED BY THOMAS LISI AND 
LOUIS ZIMMET, OFFICE OF THE GENERAL COUNSEL—Resumed 


Mr. Morse. Mr. Chairman, I have with me Mr. Thomas Lisi and 
Mr. Louis Zimmet from our General Counsel’s Office. 

When I appeared the other day, gentlemen, I said that the Board 
has no objection in principle to the inclusion of a requirement for 
public hearings if the Congress feels that that public hearing is re- 
quired for an 804 situation. 

T also said that I thought it was unfair to the pending applicants to 
require that they go thr ough a public hearing. 

I also stated that I thought a public hearing, as such, would not 
develop any information which the Board through its normal pro- 
cedures would develop on its own through investigation, through af- 
fidavits, and examination of the records. 

I do not have a prepared statement, but I would like to make some 
comments as requested by the Chairman. 

H.R. 7601 adds an additional element to section 804 in addition to 
the question of a public hearing. Section 804 at the present time re- 
quires a waiver from the Board. It refers to the contractor, but, 
as I indicated the other day, administratively we have applied the 
phrase “contractor or applicant”. 

The Board makes the determination in advance of awarding a sub- 
sidy contract whether there are any 804 implications and, if s0, 
whether a waiver should be approved. In principle, section 804— 
before I get to section 804, it should be noted that States Marine is 
not asking for an 804 waiver. They have stated in their application 
that if they are tendered an operating subsidy contract, they will do 
whatever necessary to divest themselves of any interests which would 
be in conflict with section 804; 804 at the present time is directed 
the ownership chartering agent acting as agent or broker for, 
operation of 2 foreign-flag vessel which ¢ ompetes with any American- 
flag service determined by the Commission to be essential as provided 
in section 211 of this act. 

In addition, it is to be noted that section 804 at the present time does 
not require a public hearing. H.R. 7601, in addition to providing for 
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a public hearing, adds the additional condition in the way of this 
phrase : 

* * * or person holding or having a beneficial interest in 5 percent or more of 
the stock of the applicant * * * 

to the conditions which are presently included in section 804. 

As to the hearings, it is to be noted that Congress requires public 
hearings only in section 605(c) of the 1936 act to delve into the ques- 
tion of unfair competition to existing U.S. essential services and sec- 
tion 804 delves into the question of unfair competition to domestic 
services. 

In fact, a public hearing provision was included in the original 
version of the 1936 act, S. 3500, but it was eliminated before the 
passage of the 1936 act. 

The Board feels that we have plenty of power to secure, examine, 
investigate, and study facts as to foreign relationships under the 1936 
act. 

Under section 601(b), section 804, and sections 801 and 214, we are 
convinced that public hearings will not bring out evidence not other- 
wise available or secured under the act as it exists at the present time. 
Our experience supports that statement. For example, in the pending 
States Marine application, the intervenors asked an extensive series 
of questions but did not offer any facts to the Board in their appli- 
cation in the 804 area. Furthermore, we get the information as to the 
ownership and chartering of foreign vessels whether the applicant 
acts as an agent or a broker for foreign-flag vessels, so that these mat- 
ters are all known to the Board without the necessity of a public 
hearing. 

Furthermore, the applicant risks the loss of subsidy if he does not 
make a full disclosure. 

We have had two hearings and those were Grace Line, Johnson 
and American Export, Italian Line, not for the purpose of determin- 
ing if there were a foreign-flag affiliation, because we knew those 
existed, but we held them only for the purpose of determining the 
effect of these affiliations on third parties concerned and in those two 
matters, there were no intervenors. 

Under existing legislation the Board can and does hold hearings 
when there is a possible substantial interest on the part of a third 
party. 

I am objecting to the requirement of a hearing procedure as to the 
pending applications because I think it is a burden which they should 
not be subjected to. This is changing the rules in midstream. These 
applications were filed: Central Gulf in February 1958; Prudential 
Steamship, November 1958; Waterman, January 1957; Isbrandtsen, 
July 1955; States Marine, May 1955; Isthmian, January 1957; Mat- 
son Orient, July 1956; McCarthy, March 1956. 

_They have already gone through extensive hearings and examina- 
tion procedures. 

It is to be noted that the inclusion of the 5 percent beneficial interest 
or ownership in stock of the applicant would prevent the award of 
a subsidy contract only if the shareholder— 

* * * owns, charters, acts as agents or broker for, or operates any foreign-flag 
vessel which competes with any American-flag service determined by the Com- 
mission to be essential as provided in section 211 of this act * * * 
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It does not prevent a shareholder, an American shareholder having 
5 percent or more interest in foreign-flag ships which do not compete 
with American-flag vessels on essential trade routes, 

H.R. 7601 also amends section 804 to include the same stock owner. 
ship provision which does not presently exist in section 804, See- 
tion 804 is now limited to persons having official capacities with the 
contractor or applicant so that the new bill gets into stock owner. 
ship in the case of the applicant or contractor. It is not consistent 
with the present law as to citizenship requirements and documenta- 
tion of U.S. ships and eligibility to hold subsidy contracts. 

Section 2 of the 1916 act and section 905 of the 1936 act permit 
foreign citizens to own as much as 49 percent of the stock in a sub- 
sidized company unless actual foreign control is otherwise shown. 

In my opinion, the new requirement would discourage investment 
in stock of U.S. companies as a burden in stock ownership and free 
transfer thereof. 

If H.R. 7601 is adopted, it is my belief that there are only two pend- 
ing applications that would meet the test of H.R. 7601. That would 
be Mc( ‘arthy on the Great Lakes and Waterman Steamship Co. The 
other applicants, Central Gulf, Prudential, Isbrandtsen, States Ma- 
rine, and Matson Orient all do have foreign-flag affiliations. 

I raised the question whether, in amending section 80+ it is intended 
to change the existing rules and refer to the Board, rather than the 
Secretary of Commerce, the administration of section 804 applicable 
after the contract is granted. 

J think I will conclude my general statement by saying we have a 
deficiency at the present time in fast dry cargo ships, cargo liners. 
The 15 subsidized operators at the present time own 312 cargo liners. 
They have contracted to replace those 312 and some of them are al- 
ready asking for deferrals on their building obligations on the basis 
that they are having difficulty meeting their financial requirements, 

It is obvious that the existing subsidized operators cannot pick up 
the additional financial burden of building the additional ships re- 
quired to meet our defense requirements. 

Therefore, in my opinion, if the committee finds it desirable, or if 
the Congress finds it desirable, to enact H.R. 7601, we will continue to 
be deficient, or more deficient than at the present time, in our cargo- 
carrying capability than would be the fact if the pending applications 
could be approved by the Board. 

That is the end of my general statement, Mr. Chairman. 

Mr. Bonner. Mr. Zincke? 

Mr. Zincke. Mr. Morse, at the present time the first step of a pros- 
pective applicant is to submit an application to the Board; is that 
correct ? 

Mr. Morse. Yes, sir. 

Mr. Zincxr. In that application one of the questions is whether 
there is, and the extent of, foreign-flag affiliations? 

Mr. Morse. That is correct. 

Mr. Zincxe. Regardless of the answer to that question, the Board 
acts upon the application with respect to the need for additional 
service and the ability of that applicant to supply it and the question 
of prejudice to existing essential operators ? 

Mr. Morse. Certainly. 
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Mr. Zincke. Regardless of the answer to that, the 605(c) proceed- 
ing may be concluded in favor of the applicant ; is that correct ? 

Mr. Morse. Certainly, 605(c) does not insure the award of a subsidy 
contract. 

Mr. Zincke. The conclusion of that proceeding has no bearing upon 
the answer to the affiliation question or the answer to that question has 
no bearing upon the conclusion of the 605(c) proceeding? 

Mr. Morse. The question whether they have or do not have foreign 
flag affiliations is indepndent of the 605(c) proceedings. 

Mr. Zincke. All of the applicants you have mentioned have suc- 
cessfully undergone the 605(c) proceeding, have they not? 

Mr. Morse. No, sir. 

Mr. Zincke. Which ones have not ? 

Mr. Morst. States Marine, Isthmian, and Matson Orient have 
gone through the 605(c) procedure. McCarthy has not. 

Board decision will be issued as to the MeCarthy—wait a minute— 
605(c) hearing was not required as to McCarthy because there were 
no other American-flag operators on that trade route. Waterman 
has gone through the 605(c) evidentiary procedure and the matter, as 
I recall, is being briefed to the examiner. 

Prudential has not commenced its 605(c) proceeding. 

Central Gulf has gone through the evidentiary procedure of a 605(c) 
hearing and its application has been submitted to the Board. 

Isbrandtsen has gone through the 605(c¢) procedure and the mat- 
ter has been submitted to the Board for final decision. 

Mr. Zincke. Subsequent to that decision, the question of foreign- 
flag affiliations is taken up by the Board, is that correct ? 

Mr. Morse. It is considered by the staff of the Board concurrently 
with going through the 605(c) procedure. The 804 question is nor- 
mally referred to the Board when the staff makes a recommendation 
on the subsidy contract. 

Mr, Zincxe. Which is subsequent to the conclusion of the 605(c) 
proceeding ? 

Mr. Morse. Yes, sir. 

Mr. Zincke. You have stated that it would be unfair to the pend- 
ing applicants to impose the requirements of this bill upon them in 
view of the fact that their 605(c) proceedings have been concluded. 

Let us take the examination of States Marine. That proceeding 
has been underway now for 4 years; is that sepacaiaatal correct ¢ 

Mr. Morse. Yes, sir. 

Mr. Zincxe. How much additional time do you estimate would be 
required if this bill became law ? 

Mr. Morse. Six months toa year. 

Mr. Zincke. You have stated that in only two public hearings you 
have held under 804 there was no objection interposed by intervenors. 
You stated that the Board has already concluded two proceedings; 
Grace-Johnson, and one other involving public hearings under 804. 

You stated in connection with those that there was no question 
raised by intervenors ? 

Mr. Morse. In those two cases, none. 

Mr. Zincke. Why do you assume there would be questions raised 
in this case ? 
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Mr. Morse. Because some of the protestants in this case, in the 
605(c) proceeding, endeavored to raise 804 issues. 

Mr. Zrincxe. Did the Board examine those issues attempted to be 
raised by the intervenors ? 

Mr. Morse. Yes, sir. 

Mr. Zrncxe. And concluded there was no merit to them ? 

Mr. Morse. We concluded that they were items that are not proper- 
ly raised in a 605(¢) procedure and refused to hear them in a 605(c) 
procedure. 

Mr. Zincxr. Did you conclude there was no merit in the objection, 
or did you simply 

Mr. Morse. The Board has not decided it on the merits. 

Mr. Zincke. It is to be assumed that the Board will decide those 
objections on the merits before proceedings are concluded ? 

Mr. Morse. The divestment proceedings, if I may call them such, 
of the American-flag States Marine—which is the Delaware corpora- 
tion and the New York corporation which owns interests in foreign- 
flag vessels—were referred to our General Counsel’s Office and the 
plans were submitted to the General Counsel’s Office and they examined 
them and made recommendations to the Board. There was a com- 
plete divorcement of control of such a nature that section 804 was not 
involved and it was unnecessary for the Board to even consider 
whether an 804 waiver would be required. That recommendation 
was adopted by the Board and has been referred to the General Ac- 
counting Office to ascertain if the General Accounting Office would 
take legal exception to the action of the Board if we awarded a sub- 
sidy. 

Mr. Zincxe. Your General Counsel’s Office has considered all of 
the objections raised or attempted to be raised by the intervenors in 
the 605(c) proceeding? 

Mr. Morse. As I indicated earlier, I used the word “protestants” 
because my good friend John O’Connor, when he intervenes, he in- 
tervenes as a protestant. 

Mr. Bonner. What does that mean ? 

Mr. Morse. Protestant. It is the same spelling. 

Mr. Bonner. I did not know whether a Catholic was trying to get 
under the Protestant flag or what. 

Mr. Morse. He is a good Catholic and does a good job as a 
protestant. 

The General Counsel’s Office, as I indicated earlier, the matters 
that were submitted by the intervenors were questions only. They 
were not assertions of facts. 

The General Counsel’s Office did consider all of the questions that 
were raised by the intervenors. 

Mr. Zincxr. And dismissed them, I assume ? 

Mr. Morsr. They concluded that the divorcement proceeding was 
of a nature that did not require section 804 waiver. 

Mr. Zrncxe. In view of the fact that the staff has already con- 
sidered these matters and found them without any particular merit, 
how do you conclude that it would take 6 months to a year of public 
hearings to consider them ? 

Mr. Morse. I would assume that intervenors would again intervene 
in an 804 public hearing ard having the matter heard by an examiner 
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with evidence being submitted, the matter being briefed to the ex- 
aminer, the writing of reports, the filing of exceptions to the report, 
and the filing of briefs, and submitting the matter to the Board with 
arguments, will take 6 months to a year. 

Mr. Zincke. Even though your very competent staff has already 
examined each of those exhaustively and concluded that there was 
no merit to them ¢ 

Mr. Morse. Yes, sir. 

Wait a minute. My General Counsel advises me that they ex- 
amined the questions, they examined the divorcement proceedings 
and concluded that there was no section 804 involvement. 

Mr. Zincke. That would be the question involved in the public 
hearings ¢ 

Mr. Morse. Correct. 

Mr. ZincKE. Since they have already determined the matter, you 
assume there is no further information to be submitted by the pro- 
testants and under the circumstances it would not take any 6 months? 

Mr. Morse. You asked my judgment. My judgment is that it would 
take 6 months toa year. 

Mr. Ray. Would the gentleman yield ? 

Mr. ZincKE. Yes, sir. 

Mr. Ray. I am not. clear, but I think that you said that the pro- 
testants had submitted a list of questions to be answered ? 

Mr. Morse. Yes, it is what I call a fishing expedition. 

Mr. Ray. They submitted no evidence? 

Mr. Morse. They were not permitted to. The question was raised 
whether the 804 area was a matter which the examiner need consider 
in the 605(c) hearing. 

The public counsel at Maritime, I believe, objected to— I know that 
the counsel for States Marine objected to—having 804 issues heard in 
a 605(c) proceeding. The question was submitted to the Board and 
the Board issued an opinion saying that the 804 area was not properly 
before the examiner in a 605(c) proceeding. 

Mr. Ray. Still, I wanted to ask, there has been no evidence on what- 
ever might be the case to be presented by the protestants in the 804 
proceeding? You have merely dismissed the questions as not per- 
tinent to the stage which the case has reached ? 

Mr. Morse. There have been no evidentiary hearings. The 804 does 
not require an evidentiary hearing. The staff did consider the ques- 
tionnaire which was submitted by the General Counsel’s Office, con- 
sidered the questionnaire which was submitted, and also made their own 
examination in a routine manner which we always do in any subsidy 
application. 

They did develop evidence of their own. 

Mr. Ray. If you were to have an 804 proceeding, those same pro- 
testants could intervene ? 

Mr. Morse. I would assume so, certainly. 

Mr. Ray. They would present evidence as intervenors ? 

Mr. Morse. I would assume they would endeavor to do so. 

Mr. Ray. That has not been done? 

Mr. Morse. That has not been done. 

Mr. Ray. Hearings of the kind we are considering would require 
the taking of testimony that has not been taken and that, in itself, 
perhaps, explains your estimate of 6 months to a year? 
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Mr. Morse. Yes, sir. 

Mr. Ray. Thank you. 

Mr. Zincxe. Mr. Morse, how many plans of divestment has States 
Marine submitted ¢ 

Mr. Morse. I willask Mr. Lisi to answer that. 

Mr. List. I think it would be a fair answer to say about four. 

Mr. Zincke. Each of those was considered by your Office ? 

Mr. Last. Modifications of them, yes. 

Perhaps it would be more accurate to say a basic plan was submitted 
at about the time that the application for subsidy was submitted and 
each plan is really a modification of that first one. Various things 
were criticized. 

Mr. Zincke. Your organization rejected each of the plans or sug- 
gested modifications ? 

Mr. Last. No, I do not think we went so far as to suggest modifica- 
tions. I do not think that is our province. 

Mr. Zincke. You rejected them ? 

Mr. Last. ‘Certainly. 

Mr. Zrncxe. You rejected each of the plans submitted ? 

Mr. Last. That is correct, or, at least, let us say we rejected in total 
because we felt they were de fic lent in part. 

Mr. Zinckr. Plan No, 4 isthe one dated June 5, 1959? 

Mr. List. I think that would be—— 

Mr. Zinckr. That was acceptable ? 

Mr. List. Yes, we considered that modification of the plan would 
conform with the requirements of the statute. 

Mr. Zrncxe. I think a little bit of background might be helpful 
here. 

Mr. Bonner. Let me interrupt 1 minute. 

You said you did not suggest any modifications? Is that what you 
said 4 

Mr. List. I did not feel that that was proper for us to suggest any 
modifications. 

Mr. Bonner. You noted where Mr. Mercer is a director in both 
companies, Mr. Walsh is a director in both companies, and Mr. Frese 
is the director of this company ¢ 

When you went on to state what would have to be corrected, you 
suggested plans of modification on that. 

Take a look at the book yourself. 

You did not suggest them? Somebody did. 

Mr. List. This is what I was going to say: This is exactly what 1 
was going to explain to Mr. Zine ke, and to you, sir. 

He asked me whether the fourth plan was not the one accepted. 
Actually, this is the case. 

On June 13, 1957, the Board acted on a recommendation from the 
Office of the General Counsel, a recommendation which was submitted 
by the then Deputy General Counsel and that plan, or rather that ree- 
ommendation, set up a divestment program which the Board— 

Mr. Bonner. Which one are you talking about ? d 

Mr. List. Which the Board approved in 1957. 

Mr. Bonner. The Board approved that right there ? 

Mr. List. That is correct. 

Mr. Bonner. Isthat in violation of the act ¢ 





eS 








eS 


~<d 
id 


Ou 


ny 
th 


Se 


ou 


eC 


FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 59 


Mr. List. This was recommended by the then Deputy General C oun- 
sel as not being in violation of the act in that control was not in the 
foreign company or anyone connected with the foreign company. The 
conditions which were imposed by the Federal Maritime Board were 
transmitted to each company, the Delaware company and the New 
York company. Following that the States Marine people came 
forward with a partial modification of that, and they in effect said 
to the Board, “You have imposed certain conditions on us. Those 
conditions are agreeable. We will do still more.” They proposed 
other suggestions. 

Mr. Bonner. You did not suggest any changes ? 

Mr. Lisi. The Board imposed conditions, sir. 

Mr. Bonner. What is the difference ? 

Mr. List. I think there is this differnce. I do not think we did any- 
thing to work this program out. I think we passed on it. 

Mr. Bonner. You take the words out of my mouth. 

Mr. Morse. We cooperated with States Marine as we do with every 
other applicant, Mr. Bonner. 

Mr. Bonner. Mr. Morse, there is no feeling in this matter what- 
soever. I am just as anxious to see a worthy operator receive his 
operating subsidy as anyone else, but I want this to be a clean matter 
and aboveboard. You injec ted this States Marine situation, and that 
is the reason we are going to air it fully if I have to employ addi- 
tional staff and ‘as a thorough investigation of this whole matter 
under oath. 

Mr. List. Sir, the conditions which were imposed by the Board 
actually required the operator to do certain things. It pointed out 
that they were not divesting themselves unless certain things were 
done. I presume that you are familiar with those conditions. 

Mr. Bonner. Go ahead. 

Mr. List. Then after that, you see, the variations which came in 
finally resulted in the June 5, 1959, letter, which in turn has been sent 
tothe General Accounting ( tic ‘eas a modification of the original plan 
which is now before them. That is about the background. 

Mr. Morse. I call your attention also to the fact that this plan which 
appears in the appropriations hearings was also referred to the Gen- 
eral Accounting Office. 

Mr. Zincke. That wasa prior plan? 

Mr. Morsr. That is so-called plan No. 3. 

Mr. Zincke. And plan No. 3 was accepted by your staff, Mr. Morse? 

Mr. Morse. It was approved by the staff and adopted by the Board, 
and was sent to the General Accounting Office to ask if they had legal 
objections. 

Mr. Zinckre. What was their comment on that ? 

Mr. Morse. Subsequently, when plan No. 4 was submitted by States 
Marine, we asked that they defer action on plan No. 3. 

Mr. Zincke. What was the occasion for submitting plan No. 4 if 
plan No. 3 was ae ceptable ? 

Mr. Morse. I do not know why States Marine proposed something 
else. Perhaps Me Lisi can answer that. 

Mr. Last. Certain things intervened, one of which was that one of 
the beneficiaries became of age. That was Millicent Johnsen. T think 
the trust. provided that at age 35 the corpus vested in her. So that 
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made a change. Then the States Marine people had come forward 
and thought ‘that by engaging in bulk operations only, the foreign- 
flag ships would not be in competition with American- flag ships, and 
suggested that as a counterproposition. We told them that the 
Board 

Mr. Zinckr, Asa counterproposition? Counter to what? 

Mr. Lisi. To the plan which had been approved. In other words, 
they said, “You have imposed certain conditions. If we do not 
actually compete with any American- flag service determined to be 
essential, there is no 804 problem.” Part ‘of the argument which was 
made to ‘the Board or to us was that “we will engage only in bulk 
operations.” This is all in future, you see. “We will engage only in 
bulk operations, and bulk oper rations do not compete w ith liner cargoes 
or liner ships operating in essential services.” 

We pointed out to “them that consistently the Board has ruled 
against that position. 

As a result of that proposal, we were able to get into a discussion 
with them and said to them, “The Board has taken this action in June 
of 1957. This is now pending before the General Accounting Office. 
Some of these conditions which were passed on are OK as they stand, 
However, we note that in one instance, although not a controlling 
interest since the control had vested, not a large number of shares of 
stock, not a great percentage, one person is the owner. We note, 
too, that one of the conditions results in the trustee, Herman Gold. 
man. 

Herman Goldman is a very prominent attorney in New York, as I 
believe you gentlemen know, and he was responsible, I think, for pre- 
paring most “of these trusts and is quite interested. 

Mr. Bonner. Do you know whether he prepared the Onassis trust 
or not? 

Mr. Last. No, sir, I do not know. 

Mr. Morse. Most trust agreements are very similar, Mr. Bonner, 
in principle. I can say I am sure that he did not prepare the Onassis 
trust. 

Mr. List. We pointed out that we were not in favor of having Mr. 
Goldman as trustee, although as the General Counsel had ruled earlier, 
a trustee could be relied upon to act in a purely impartial manner, 
We nevertheless felt, in discussing this with the States Marine people, 
that removing Herman Goldman as a trustee would be better; that we 
would like very much to see Herman Goldman thrown out. We were 
not out to change the Board’s decision of June 1957. That was not 
our objective at all. But we did find out that Herman Goldman as 
trustee and his interest in the company, although it did not defeat the 
statutory requirements, should be looked into. 

They came back and they pointed out that this trust was quite in- 
volved, that it had been established in 1939, that gift tax had been 
paid on it. There were all sorts of complications. They suggested, 
however, that they would have Mr. Goldman resign. 

As I recall, the resignation of Mr. Goldman would then leave the 
Chase National Bank as the trustee. They further proposed that 
when that took place, would the Board accept a change in the condi- 
tion whereby Chase National Bank would in turn deposit or give 
authority to voting trustees for the American stock that was held in 
that trust. 
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That is the way the discussions progressed, which finally resulted 
in the June 5 submission by the States Marine people, which we re- 
viewed. In that June 5 submission they suggested modifying the 
conditions which had been imposed on them by the Board in this 
respect: that there would be five separate corporate trustees who 
would hold the stock of the subsidized operator. That was their 
attempt to completely remove control from anyone or any concern 
which had any control over any foreign stock. 

We in the Office of the General Counsel felt that was a decided im- 
provement, and passed that on to the Board to pass on to the Comp- 
troller General. 

Mr. Zincxe. At what point were you first informed concerning 
the various trusts that were in existence or proposed to be set up by 
the applicant ? 

Mr. List. I would say early 1956. 

Mr. Zincxe. How many trusts are there altogether, do you know? 

Mr. Zimmer. I would say approximately 10, considering the Mercer 
and the Walsh trusts and voting trusts extant. 

Mr. Zincke. And your staff examined each of those trust inden- 
tures to determine its effect upon the applicant ? 

Mr. Zimmer. I would say generally, yes. 

Mr. Zincxke. Generally or specifically? Did you look at the trust 
indenture ? 

Mr. Zimmer. Just how do you mean “effect on the applicant”? 

Mr. ZincKe. Sir, you stated you estimated there were 10 trusts. 

Mr. Zimmer. Approximately. 

Mr. Zincxe. Is it to be assumed each of those was covered by a 
separate trust indenture ? 

Mr. Zimmer. Yes, sir. 

Mr. Zincxe. And each of those had varying provisions? 

Mr. Zimmer. I would not say varying. They were generally alike. 

Mr. Zincke. Generally they were alike because if they were under 
New York law they had to conform to the New York law. 

Mr. Zimm_et. Precisely. 

Mr. Zincxe. But specifically there were individual variations, were 
there not ? 

Mr. Zrmm_et. Yes, sir. 

Mr. Zincxe. Did the staff make any attempt to compare those varia- 
tions? 

Mr. Zimmer. Yes. 

Mr. Zincke. Did they make any attempt to determine the effect of 
those variations in the indentures upon the divestment of control by 
the applicant ? 

Mr. Zimmer. Definitely. 

Mr. Zrncke. Then someone did examine those trusts in detail ? 

Mr. Zimmer. Definitely. 

Mr. Zincxe. Did you make an analysis of those for the benefit of 
the Board ? 

Mr. Zimmet. In behalf of the General Counsel, who in turn would 
advise the Board in the matter. 

Mr. Zincke. So aspecific analysis was made of each trust. 

Mr. Zimmer. Yes, sir. 
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Mr. Morse. Let’s put it this way: As I recall, the recommendation 
from the General Counsel’s office was to the effect that the June 5 
agreement resulted in complete divestment of any control over the 
applicant by any interest or company controlling the New York 
corporation. 

Mr. Zincxe. I am simply trying to determine the basis for that 
conclusion, Mr. Morse. It seems to me the basis for that conclusion 
would depend upon an analysis of the individual trust indentures, 
Do you not agree ? 

Mr. Morse. It would depend entirely on the analysis of the voting 
trust agreements. 

Mr. Zrnckxe. Which in turn would depend upon the individual in- 
dentures? 

Mr. Morse. Might or might not. The General Counsel’s office say 
they did that. 

Mr. Zrncxke. You stated that in your opinion, despite the questions 
which were raised by the intervenors in the 605(c) proceeding, in 
your judgment there was no basis for a hearing under 804 on this par- 
ticular application. 

Mr. Morsr. I did not say it that way. What I said was, consistent 
with many Board decisions, we do not permit, in a 605(c) proceeding, 
going all over the 1936 act. 

Mr. Zincxe. You had no interest, in the 605(c) proceedings, in 
questions concerning the foreign flag interests of this applicant and, 
regardless of those questions, you determined that there was no neces- 
sity for a hearing under 804. 

Mr. Morse. Yes, sir. 

Mr. Zincxe. Has the Board any plan at the moment for any public 
hearings under 804 in connection with any pending subsidy applica- 
tion ? 

Mr. Morse. No plans. 

Mr. Zincke. With respect to Matson Orient ? 

Mr. Morsr. No plans. 

Mr. Zrncke. You indicated or stated that, in your opinion, the en- 
actment of this particular legislation with the inclusion of the 5 per- 
cent stock interest would result in a lessening of interest in investment 
in American flag subsidized lines. 

Mr. Morsr. That is my opinion, yes, sir. 

Mr. Zrncxer. Do you have any basis for that opinion other than your 
geroral experience ? 

Mr. Morss. No, sir. It is just an additional impediment on invest- 
met in subsidized operators. 

Mr. Zincke. In general, do foreign investors seek greater than a 5- 
pervent interest in the various subsidized lines? 

Mr. Morse. This would apply also to American investors. 

Mr. Zincxr. Who held securities in foreign-flag lines only, not 
uncer American flag. 

Mr. Morse. That is right. 

Mr. Zrnckxer. For example, it would prevent what Mr. Onassis in- 
dicated he planned last year, acquiring control of American Ex- 
port Lines, for example. 
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Mr. Morse. I do not know precisely what he said. He mentioned to 
me at one time that his wife was considering buying control. She 
jsan American citizen. 

Mr. Cowen. Mr. Morse, in layman’s language, would you go through 
the steps necessary when an applicant goes before the Board for 
subsidies 4 

Mr. Morse. I would rather have Mr. Lisi answer that, because that 
is directly within his bailiwick. 

Mr. List. From the moment an application is filed ? 

Mr. Cowen. Yes. 

Mr. List. I shall be glad to do that. 

The law directs (sec. 601) that the Board shall consider the appli- 
cation of any American citizen. Some of these applications are rather 
voluminous. Some are not so voluminous. There are over 40 ques- 
tions. I have forgotten exactly how many. So an applicant com- 

letes one of these documents and sends it in to the secretary of the 

ederal Maritime Board. About 15 copies, as a rule, are required. 
Those copies are forwarded to the Office of Government Aid. The 
Office of Government Aid is the successor to the old Examining Divi- 
sion which was established by the Maritime Commission, whose func- 
tion was to obtain the comment of all interested offices and divisions 
of the organization so they could then gather these comments and 
make a recommendation incorporating what was said by one and what 

yas said by another, what had been done to correct certain deficien- 
cies; let us say the financial qualifications were not there, what had 
been done to correct them. To gather these up. 

The Office of Government Aid proceeds then to send a copy of that 
application with a covering memorandum to various offices. The 
Office of General Counsel gets one or two, the Comptroller’s Office gets 
one, and other offices which would have some interest in processing 
the application also receive copies. 

Generally at the same time, as a result of experience, the Office of 
Government Aid will immediately prepare a recommendation to the 
Federal Maritime Board in connection with a section 605(c) hearing. 
The reason that has developed is that they realized by looking at the 
answers to the specific questions that this operator is in direct com- 
petition with, let us say, some other American-flag operator on that 
service. 

In an attempt to save time and gain time while the other divisions 
and offices are reviewing the applic: ition for other aspects, its recom- 
mendation for a 60: 5(c) hearing is processed, comes to the Office of 
General Counsel, and goes forward to the Board where, if it is ap- 
proved and—generally in a case, such as I cited, it would be ap- 
proved—a date would ‘be set and the usual procedure would be started 
in motion and the 605(c) would go merrily on its way. 

In the meantime we in the Office of General Counsel would be re- 
viewing the application, looking at the various answers: Their officers, 
directors, business affiliations, any transactions which would come 
under section 803, which is the section which prohibits related inter- 
ests to perform repairs, towboat, ship chandlering, and that sort of 
operation. We would go look at the answers which would possibly 
invoke sections 804, 805 and others. 
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We would be looking at the answers which might have a section 
15 impact—any number of things. At the same time, the Office of 
General Counsel is reviewing the citizenship of the particular ap. 

licant. 

The Board does not wait to approve a 605(c) recommendation while 
all these things are being done, because our experience has shown 
that sometimes it takes quite a long time to complete these other 
checks. 

Mr. Cowen. If I might interject right there, sir, the Board, then, 
under 605(c), makes a finding which would grant a certificate of 
convenience and necessity? Is that more or less in layman’s lan. 
guage what it would amount to? 

Mr. List. No, I think all the 605(c) decision would ever say is that 
section 605(c) isno bar; that is all. 

Mr. Cowen. In other words, that is, the service is needed. 

Mr. List. That is correct. In other words, that in order to render 
adequate service, it would do no harm to subsidize an additional 
operator to the extent of the number of sailings. However, that is 
no guarantee that subsidy would be awarded this applicant. 

(Off the record.) 

Mr. Bonner. Under the conditions prevailing in the House, I think 
the committee had better adjourn, to meet tomorrow morning at 10 
o'clock. 

Mr. Morse. Mr. Lisi will not be here tomorrow, Mr. Bonner, but 
we can get along in his absence. He is theoretically on vacation, and 
we brought him back for this purpose. 

(Whereupon, at 11:10 a.m., the subcommittee adjourned, to re- 
convene at 10 a.m., Thursday, June 25, 1959.) 
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FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED 
OPERATORS 


THURSDAY, JUNE 25, 1959 


House or REPRESENTATIVES, 
SpeciAL SUBCOMMITTEE ON STEAMSHIP CONFERENCE OF THE 
CoMMITTEE ON MercuHant MARINE AND FISHERIES, 
Washington, D.C. 


The subcommittee met at 10 a.m., room 29, Old House Office Build- 
ing, Hon. Herbert C. Bonner (chairman) presiding. 

Mr. Bonner. The committee will come to order. 

At the recess of the committee yesterday, Mr. Cowen, counsel of 
the committee, was asking certain questions of Mr. Morse. 


STATEMENT OF CLARENCE G. MORSE, CHAIRMAN OF THE FEDERAL 
MARITIME COMMISSION, ACCOMPANIED BY LOUIS ZIMMET, 
OFFICE OF THE GENERAL COUNSEL; ELMER E. METZ, CHIEF, 
OFFICE OF GOVERNMENT AID; AND G. L. ANDREWS, DEPUTY 
GENERAL COUNSEL—Continued 


Mr. Morse. I have with me this morning Mr. Zimmet, who was 
with me yesterday morning; also Mr. Elmer Metz, Chief of our Office 
of Government Aid, and Mr. Andrews, who is Deputy General 
Counsel. 

Before we get into questions, there is a point that I would like to 
clarify in the statement that I made yesterday on the matter of our 
inspection of trust agreements. 

It is my understanding that our staff has inspected and examined 
the inter vivos trusts setup by the Mercers and the Walshes. They 
have also inspected the voting trust agreement which was established 
between Anderson-Clayton and States Marine. They have not in- 
spected voting trusts which will be set up under the proposed program 
because the voting trusts themselves have not been submitted to Mari- 
time. The principal conditions of the trusts have been spelled out 
in the letters which we have exchanged between States Marine and 
ourselves. 

I wanted it to be clear we have not in fact inspected the voting trusts 
themselves which will be set up under this divorcement proceeding. 

Mr. Cowen. That would be the fourth proposal that has been made 
for divestment ? 

Mr. Morse. Yes, the voting trusts that would be set up under the 
fourth proposal. 

Mr. Cowen. The staff has not at this time had an opportunity to 
go into that fourth proposal and analyze the trusts as set up ? 
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Mr. Morse. They have not had an opportunity to analyze the voting 
trusts under the fourth proposal because the trust agreements have 
not been submitted to Maritime. A letter from States Marine to 
secretary of the Board—a letter of June 5, 1959—gives the 
comments as to how States Marine was proposing to meet that condi- 
tion. The condition was: 

All present trustees, except Herman Goldman of Mercer Trust, to resign, leay- 
ing as sole trustee, Herman Goldman. 

Even that condition has been changed now so Herman Goldman js 
resigning as the trustee. 

Mr. Cowen. At this time I would like to yield to Mr. Ray. 

Mr. Ray. Just as a part of the foundation for considering the prob- 
lem before us, I do not put my finger readily on the standards, rules 
and objectives which you tried to reach by your actions with respect 
to subsidies, Neither am I sure that I have found the definition of 
“citizen.” Title 6 enables you to consider applications for operating 
subsidies from citizens. Would you tell me what the definition of 
a “citizen” is and where it is found ? 

Mr. Morse. The definition of “citizen” is found in section 2 of the 
1916 act, which spells out that an American-flag steamship operator 
having any domestic operation must be 75 percent minimum USS. 
citizen ownership. 

Mr. Ray. You are talking about a U.S. corporation ? 

Mr. Morse. Yes. And for an American-flag steamship corpora- 
tion that is engaged solely in foreign commerce it must be minimum 
51 percent American citizen controlled. 

Mr. Ray. That is the 1916 act? 

Mr. Morsr. Section 2 of the 1916 act. 

Mr. Ray. Where is the statement of the objectives toward which 
you work, the statement which guides you in working to grant oper- 
ating subsidy contracts ? 

Mr. Morse. It is title 6 of the 1936 act. 

Mr. Ray. That is the only definition of policy that you go by? 

Mr. Morse. And the preamble of the 1936 act; yes. 

Mr. Cowen. Yesterday Mr. Lisi was going through the step-by- 
step process under which an applicant makes application for subsidy. 
I believe that we had gotten to the place where under 605(c) the ap- 
plication had been made. Can one of the staff take it from there and 
continue, or would you care to do it yourself? 

Mr. Morse. Suppose that I carry on and Mr. Metz can supplement. 

In substance I think what Mr. Lisi stated yesterday was that an ap- 
plication is received by the Secretary’s office. It is sent down from 
the Secretary’s office to the Office of Government. Aid. The Office of 
Government Aid will make a quick analysis of it and will distribute 
copies of the application to each of the interested offices. 

Mr. Cowen. If I may interrupt, we are more interested, sir, in the 
Maritime Board’s action rather than the Government Aid office in that 
when it gets to your agency what steps under the application are 
taken before a contract is entered into? 

Mr. Morse. The Board acts on recommendations from the staff. 

Mr. Cowen. Yes. 

Mr. Morse. And, of course, preliminary to the staff making recom- 
mendations, the application is distributed to the Comptroller’s Of- 
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fice, the General Counsel’s Office, and the Office of Government Aid for 
their review and comment. 

Most of these applications involve operations on a trade route where 
there are competing American-flag lines, so that naturally brings 
into play section 605(c). 

Procedurally, the Board has considered whether we should proceed 
with a section 605(c) proceeding concurrently with going through 
the routine administrative examination of the application, or whether 
we should first establish internally through the administrative process 
that the applicant meets all other conditions. 

In other words, what I am saying is the Board has considered 
whether it is desirable to defer a section 605(c) proceeding until the 
last act preliminary to signing a contract, or whether the section 
605(c) proceeding should be conducted concurrently with the other 
examinations—the financial requirements, the citizenship require- 
ments, operating experience, tie things of that sort—and the Board 
has concluded that in order to expedite the handling of these subsidy 
applications that we should go ahead with the section 605(c) hearing 
concurrently with doing the other necessary routine examination of 
the applicant and the application. 

Mr. Cowen. In other words, sir, question 18, which has to do with 
the foreign affiliations, or the foreign operations, is taken up along with 
section 605(c), which is more or less a hearing as of the necessity for 
the service; is that correct ? 

Mr. Morse. It is taken up by the staff of the Board; yes. 

Mr. Cowen. So they go into the foreign affiliation proposition as a 
part of the routine examination as to financial ability? 

Mr. Morsg. Certainly. 

Mr. Cowen. And the Board itself, based upon the necessity for such 
service, arrives at a decision either pro or con as to whether the service 
is justified ? 

Mr. Morse. Yes. 

Section 605(c) is only one of a half dozen different requirements 
that must be met by the applicant. Assuming that the section 605(c) 
decision is adverse to the applicant, that ends it, but if it is in favor 
of the applicant then he still must meet these other tests, the 804 test, 
the financial qualifications, the operating experience, and things of 
that sort. I could bring up and show the committee, if they wish, a rec- 
ommendation to the Board on the award of a subsidy contract which 
shows how extensively the staff considers all of these operating de- 
tails and financial details and experience details and things of that 
sort, and how they write up their recommendations to the Board. 
It is quite extensive. 

Mr. Ray. At what stage, Mr. Morse, is notice of the pendency of this 
application published in the Federal Register, sir? 

Mr. Morse. Within a matter of days after it is received. 

Mr. Ray. Before these studies that you are talking about are 
made ? 

Mr. Morsr. Yes. Mr. Metz corrects me. The only thing that is re- 
quired to be published in the Federal Register is the fact that a public 


hearing is required which would be a section 605(c), or an 805. The 


pendency of the hearing is published in the Federal Register. I think 
it is a fact, however, that while the receipt of the application for a sub- 
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sidy is never published in the Federal Register, I am pretty sure 
without exception, we always issue a press release indicating the fact 
that we have received an application from such and such an individual 
for an operating subsidy, and generally describing what the applica- 
tion covers. 

Mr. Ray. Does that mean any outsider interested in the trade route 
and the operations on the trade route involved would have the right 
to intervene or present a petition in intervention at any time after 
your newspaper notice or press release ? 

Mr. Morse. In what respect ? 

Mr. Ray. As I understand the law, anyone who thinks his interest 
might be adversely affected by reason of the decision in a proceeding 
before you can file a petition in intervention. 

Mr. Morsr. That is only in respect to hearings, Mr. Ray, and of 
course, we cannot award a subsidy under section 605(c) unless a 
hearing is conducted to determine if other American-flag interests 
may be affected by the granting of a subsidy. 

Mr. Ray. And the time that another party could intervene would 
be after your publication of a notice of hearing? 

Mr. Morse. Yes. 

Mr. Ray. And you are required to hold that hearing in every case 
before you grant an operating subsidy ? 

Mr. Morse. Justa minor qualification. I would say that the Board, 
as in any administrative process, has the opportunity to ascertain if 
the intervenor has in fact an interest. 

Mr. Ray. Yes. 

Mr. Morse. In other words, if it is someone who clearly and obvi- 
ously has no interest but merely files an intervention, I do not think 
we have to conduct a hearing, but for any interested person the Board 
must give him a hearing before we can further process the subsidy 
application. 

Mr. Ray. I was just trying to make definite the time at which such 
a petition could be filed. As I understand it, it is at any time, or 
within a reasonable time after you have set a hearing. 

Mr. Morse. Well, I think the statute says within 30 days after the 
publication in the Federal Register. They must come in and inter- 
vene within X number of days, or I think it is 30 days normally. The 
notice in the Federal Register always specifies the date within which 
they must intervene. 

Mr. Ray. Thank you. 

Mr. Cowen. When was the section 605(c) hearing relative to States 
Marine concluded ? 

Mr. Morse. Let me say that I am not sure it is yet concluded be- 
cause since there has been so much interest shown in the 605(c) pro- 
ceedings there has been a petition to reopen the Board’s decision. The 
petition has been filed to reopen, so I would say the matter has not yet 
been concluded. 

Mr. Cowen. When was the Board’s decision handed down? 

Mr. Morsr. The Board’s decision was served February 18, 1959. 
It was decided February 16, 1959. 

Mr. Cowen. Now, prior to the Board’s decision being handed down, 
or decided in this instance, had States Marine begun their moves to 
divest themselves of the foreign alliances, or entanglements, or opera- 
tions they had ? 
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Mr. Morse. I think that you would have to get States Marine in 
here to identify the time when some of these things were done. But 
I do know they owned at one time $100,000 worth of stock in Mitsui- 
bishi, which is a Japanese concern. That has been sold. When it 
was sold I cannot indicate. 

They also owned a substantial interest in South Africa Marine, 
which is a steamship corporation. That was sold, as I understand, 
at a loss in the neighborhood of $1.5 million. They also had an 
agency operation and have divested themselves of most of that agency 
operation. They have taken other steps. I cannot detail all of them. 

Mr. Cowren. They commenced that prior to February 18 of this 

ear ? 

Mr. Morse. Yes. 

Mr. CowEN. Those transactions have not all been made since Febru- 
ary of this year? 

fr. Morse. That is correct. They have also bought ships. They 
just bought 11 ships so they would have enough owned ships to at 
least substantially qualify as the operator if they receive a subsidy. 

Mr. Cowen. Within what period were these ships purchased ? 

Mr. Morse. Two of them they are buying from Moore McCormick, 
and that has been within the last few days. Nine of them were 
bought from Luckenbach, and that has been this year. Just what 
time I cannot say. 

Mr. Cowen. Their original application for subsidy was filed ap- 
proximately when ? 

Mr. Morse. In 1955. 

Mr. Cowen. This matter has been under advisement, or there has 
been conferring back and forth with the Board relative to their arriv- 
ing at a position where under the law they could qualify ? 

Mr. Morse. Yes. I would assume that many of their actions have 
been taken since the Board’s decision in February because up until 
that time there was no indication that they would pass the section 
605(c) test. 

Mr. Cowen. The Board’s decision, I take it, sir, was to the effect 
that such service was necessary and that they would qualify to fur- 
nish such service ? 

Mr. Morse. No. Section 605(c) is not a bar to the award of a sub- 
sidy contract. It does not assure they will get a subsidy contract. 

Mr. Cowen. Not at all; I understand that. Under section 605(c) 
the Board’s decision, in plain language, was to the effect that such 
service was needed and the applicant who had been before the Board 
was in a position to give such service dependent upon various qualifi- 
cations which he must meet under 804? 

Mr. Morse. Yes, and the other provisions of the statute, 601. 

Mr. Cowen. Now, was 804 the only section of the statute that States 
oe had not met, or was not qualified under at, say, February 18, 

59 

Mr. Morse. I cannot answer that because the Board had not yet 
received the recommendations from the staff whether States Marine 
has met the 601 qualifications. These are all matters which were 
being processed. We indicated to them what the requirements would 
be in the event the subsidy contract is awarded, and Mr. Metz can 
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tell you how far down the road they have gone to meet those quali- 
fications. 

Mr. Cowen. If you will, sir. 

Mr. Merz. Well, right now we are negotiating with them as to their 
financial qualifications. They have not shown us yet that they have 
sufficient money available to qualify merely to get an operating sub- 
sidy, or to replace the vessels that they will be called upon to replace 
if they get a contract. So the financial qualifications remain unsettled, 

They have not shown us fully to our satisfaction some of the other 
requirements. For instance, the operating requirements. We do not 
have any real doubt about it, but they have not furnished us certain 
information that we have asked for. 

Mr. Cowen. You say, sir, the financial structure was not such you 
thought they were qualified as of February or as of the present time? 

Mr. Merz. I do not say they do not meet it. 

Mr. Cowen. Yes. 

Mr. Merz. I am saying that they have not yet given us evidence 
that they can meet it. 

Mr. Cowen. Have you been involved, sir, in their offers of divesti- 
ture which have been presented to the Board ? 

Mr. Merz. Well, not as much within the last 2 years as before. I 
am familiar with it in a general way, yes. 

Mr. Cowen. You say, “not as much within the last 2 years as be- 
fore.” 

How were you familiar with it at that time? Did you investigate 
the applicant under questioning 18 of the application ? 

Mr. Merz. I was at that time in the General Counsel’s office. 

Mr. Cowen. Yes. 

Mr. Merz. And I was familiar with it because I was working with 
those relationships from the standpoint of a lawyer, and what I meant 
by saying that I was not too familiar with the recent changes within 
the last year or 2 years is I am now in an entirely different office. 
I have not dealt with the details of the various transactions that may 
have taken place since. 

Mr. Cowen. Are you familiar with the last one? 

Mr. Merz. In a general way, yes. I have not followed each par- 
ticular phase of it. 

Mr. Morse. Mr. Zimmet is familiar with plan 4. Mr. Metz was 
the one who made the recommendation to the Board which was 
adopted by the Board in 1957. 

Mr. Cowen. Was Mr. Zimmet a member of the staff who conferred 
with the States Marine people *: to the various plans and recom- 
mendations ? 

Mr. Morse. Plan 4, yes. 

Mr. Zimmer. Yes. 

Mr. Cowen. If you can tell us in a few words, what is the basic 
difference between the fourth plan offered to the Board and the third 
plan, the one preceding ? 

Mr. Zimmer. I would like to repeat an observation that Mr. Lisi 
made yesterday, and that is, it is rather wrong to refer to these as 
plans 1, 2, 3, and 4. Actually, there was always this one basic plan 
that States Marine proffered in connection with the reorganization of 
their various interests, assets, activities, and control, in order to qual- 
ify the company insofar as section 804 was concerned. 
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As the staff would review these submissions and were dissatisfied 
with one phase of it, or another, these were submitted revisions of the 
pasic plan. This last plan 4 we refer to is actually the basic plan, 

lus the most recent revisions that were submitted to the Board as of 
June 5, 1959. : 4 

Now, essentially this June 5 revision only varied the Board’s con- 
ditions. This Board decision, as indicated, was rendered back in 
1957. It was communicated to the applicants. They accepted in 
principle the Board’s HT 

Mr. Cowen. May I ask here what decision was rendered in 1957? 

Mr. Zimmer. The Board in 1957, on June 13, approved the ree- 
ommendation dated May 22, 1957, wherein the Board determined 
that if the Delaware corporation, which ultimately was to be the sub- 
sidized line, and its so-called affiliated companies, would separate and 
reorganize themselves so as to meet their conditions 1 through 7 
as spelled out in the Board’s determination no waivers would be re- 
quired for this particular applicant. It was a simple 804 determina- 
tion. Now, those conditions were called to the attention of the appli- 
cant by a letter of August 14,1957. The specific conditions 1 through 
7 were spelled out. 

Mr. Cowen. Would I be correct in saying that this decision to com- 
ply with 804 was handed down or set out before the Board reached 
the decision under section 605(c) in 1959? 

Mr. Morse. Yes. 

Mr. Zimmer. Now, since the time in 1957 when the applicant was 
notified that the Board’s decision applied as to the 804 aspect only 
things have changed which brought about this most recent suggested 
revision of the plan. Among other things, these inter vivos trusts 
set up by Mr. Mercer for his wife and children away back in 1939, at 
least his daughter’s trust, matured by its own terms. It terminated 
by the fact that she arrived at the age of 35, so as a consequence she 
now had in her own name and right this stock in the two States 
Marine companies rather than through the trust that had been set up 
by her parent. 

In having to meet that changed condition on which the Board based 
its decision in 1957, the States Marine people submitted this revised 
plan to take care of that aspect of it, and at the same time they made 
some suggestions for changes in the Board’s conditions by virtue of 
the fact that in their opinion, since their plan of operation for the 
States Marine Co. of New York, which was not going to retain the 
States Marine name at all, was for it to engage in exclusive bulk 
operations, they thought by virtue of that changed plan of man- 
agement and operation, perhaps there would be no legal objection 
insofar as the heretofore is concerned for both the new bulk company 
and the subsidized company to have common directors. When they 
submitted that to our staff, of course that was rejected. They were 
proceeding on the erroneous premise that a bulk operation did not 
necessarily have to be competitive with a liner service, as is provided 
for in the law as it now reads in section 804. Having submitted this 
revised plan on the basis of this erroneous impression that somebody 
on their staff had, they necessarily had to make changes and in the 
course of our discussions and conferences on the revision they pro- 

sed, these conditions as are now spelled out in the June 5, 1959, 
etter to the Secretary of the Board were accepted by the company 
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in that they submitted to the Board and the Board in turn formally 
approved such a revision of the plan. 

g5, basically, it remains the same as originally imposed by the 
Board—these seven conditions. 

There is a marked area where instead of just meeting the require. 
ments of the statute insofar as the relationship between the two com- 
panies is concerned, this new revised plan goes all the way and puts 
the voting control of the subsidized line’s stock in the hands of five 
separate and distinct corporate banking entities, and insofar as the 
foreign assets of the stockholders of the subsidized line are concerned 
if there are any trusts, they are going to be in the hands of an entirely 
different banking institution. So for al] intents and purposes you 
have a situation where the two companies, namely, the Delaware com- 
pany, which is to be subsidized, and the New York company, which is 
not to be subsidized, having separated all the American assets from 
the foreign assets and thrown them into the company to be subsidized, 
you have a situation where now the stock at least in the subsidized 
company is going to be voted by trustee banks. You have a complete 
voting control separation between the two companies so that you have 
no relationship between the companies within the meaning of section 
804. 

Mr. Cowen. Do not the same people have a beneficial interest in the 
trust of both corporations ? 

Mr. Zimmet. By virtue of the fact they are the beneficiaries in these 
intervivos trusts they do have a beneficial interest, but nevertheless no 
control whatsoever in the activities of the corporation, management, 
and operation and everything else that goes with it. 

Mr. Cowen. Is there anything in the law that would prevent States 
Marine from operating along the same trade route that would be 
served by States Marine of Delaware, the subsidized corporation? 

Mr. Morse. Only section 804 as it now reads. 

Mr. Cowen. Section 804 would affect it in what respect ? 

Mr. Morse. If there is a complete separation there is no prohibition. 
It is only if it is related company that section 804 applies, and then 
it would apply to the operation which competes with any American- 
flag service. 

Mr. Cowen. If there is a divestiture as set out under the law, and 
as so planned, there is nothing whatsoever that would prevent States 
Marine of New York from paralleling the States Marine of Delaware. 

Mr. Morse. If there is a complete divestiture. 

Mr. Cowen. That is all that I have. 

Mr. Morse. Of course, under the law, while the General Counsel’s 
opinion is to the effect that a bulk operation is, or may be, competi- 
tive with a subsidized line, that is stretching the imagination a bit. 

Mr. Cowen. It could compete with any of them for that matter. 

Mr. Morse. It is difficult for me to believe that a true bulk opera- 
tion, carrying bulk ore, or carrying oil in bulk, is competitive with 
a berth-type operation, although our General Counsel’s office has 
ruled it may be, and therefore we watch that very carefully. 

Mr. Cowen. Could there not be bulk grain carriers as we!l? 

Mr. Morse. No. These people carry bulk ore in either 20,000- or 
80,000-ton big ships. They do not bother with 1,000 tons. 





| 











we 


we 


~~ 


FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 73 


Mr. Drewry. Mr. Morse, and Mr. Zimmet, I would like to follow 
up a little more on that. 

Mr. Zimmet, you commented on the erroneous impression that 
States Marine had been operating under and in connection with one 
of their earlier plans, and as I understood you, the use of your word 
“erroneous” applied to their concept that a bulk operation was not 
incompetition with an essential service; is that correct ? 

Mr. ZimMEtT. Yes. 

Mr. Drewry. Who says it is a bulk operation ? 

Mr. ZimMeET. Well, in the submissions to the Board it has been rep- 
resented, and one of the conditions that the Board imposed was that 
the New York corporation was not to bear the name of States what- 
soever, Or carry the insignia, and so on, and they have represented 
to the Board that the operations would be exclusively bulk operations. 

Mr. Drewry. I eatcmund from a copy of your seven or eight 
questions, and the answers, that the name has been changed, I believe, 
to Global Bulk Transportation Corp., or something of that sort. 

Mr. Morse. That is correct. 

Mr. Drewry. I do not recall seeing anything in that submission that 
indicates either that you asked they operate only in bulk trade, or on 
services not competitive with American-flag operations, or that they 
replied that they were going to operate solely in bulk trade. What 
more do you have as to what their plans are and what their present 
activities are regarding their global transport operation other than 
the change of name ? 

Mr. Zimmer. Well, we have received a memorandum dated April 
24, 1959, which is the one I was alluding to a moment ago, which pre- 
sented this fourth revision, or the fourth plan. 

Mr. Drewry. April 24, or June 5? I think the one that I was re- 
ferring to was June 5. 

Mr. Zimmer. The June 5 letter culminated from conferences that 
were held after the staff received this April 24, 1959, memorandum 
from the States Marine representatives. That is a voluminous thing 
which indicated generally the type of operation the States Marine 
Corp. of New York would engage in, and when documents of this 
nature are submitted to an agency with the intent that they rely there- 
on, we must take their word for it, or they have violated a criminal 
statute. When they say that the Global Transport will engage in bulk 
cargo business exclusively, we take them at their word that that is 
going to be their prospective type of operation. 

Mr. Drewry. Is the New York corporation at the present time in 
bulk carriage solely ? 

Mr. Zimmer. I could not answer that. I am not familiar with 
their actual operations, Mr. Drewry. 

Mr. Morse. Most of these things are conditioned upon their getting 
a subsidy. 

Mr. Drewry. I understand. It would seem to me that you would 
make some inquiry as to what they are doing now which would cer- 
tainly have some bearing in your investigations as to their qualifica- 
tions to operate, and so on. 

Mr. Morse. Whether the New York corporation, which is not to be 
subsidized, conducts bulk operation, or a liner operation at the 
— time has nothing to do with regard to the qualifications of the 

elaware corporation on its ability to operate as subsidized line. 
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Mr. Drewry. Let me come back to this question of whether a bulk 
operation is serving on an essential service. Do I understand that 
the General Counsel’s office has ruled that a bulk operation can be 
competitive operation on an essential service as well as a liner opera. 
tion ? 

Mr. Zimmer. Yes. We have bent backwards in order to give effect 
to the spirit and intent of the law, and in doing so we concluded that 
even a bull operation could be regarded as competitive with a trade 
route. 

Mr. Drewry. Mr. Morse, I think that you indicated you thought 
that was bending pretty far backwards. 

Mr. Morse. I think it is a stretch of the imagination, but that is the 
decision of our General Counsel’s office, and that is the position the 
Board followed. 

Mr. Drewry. Do you feel, Mr. Zimmet, that you went beyond the 
law in that interpretation ? 

Mr. Zimmer. As I indicated, I think that we are giving effect to the 
full spirit and intent of the law. We are just not going to allow any 
such operation by a related company, and these companies would have 
been related had they had common officers and directors like they 

roposed on the basis of the fact that one company would only engage 
in a noncompetitive bulk operation. We said, no, we would regard 
those companies as being related and they would be in a competitive 
area and 804 would be squarely applicable. 

Mr. Drewry. There are two parts in this latest plan, the section 
relating to the various trusts and various interests of the different 
people, the different stockholders, and then the other is in the final 
question, the final question being a paraphrasing of 804, and then 
the answer to the final question that all these questions have been 
complied with. 

Mr. Zimmer. Yes. 

Mr. Drewry. Now, I think maybe right at the heart of this question 
is whether in that question relative to the distribution of the beneficial 
interest of the stock in the two companies, between the same people 
who are involved in the two companies formerly, whether there is, 
through these means, still a common control between the two. 

Mr. Morse. That is the opinion of our General Counsel’s office, that 
there is no longer common control in the way these voting trusts 
will be set up, despite the fact there is common beneficial interest. 

Mr. Drewry. How many voyages per year are involved in the States 
Marine subsidy application ? 

Mr. Morse. The maximum number, 168. 

Mr. Drewry. And they are on several trade routes, the tricontinent 
route and several others ? 

Mr. Morse. Yes. 

Mr. Drewry. In view of the fact they were paralleling existing es- 
sential services you felt section 605(c) hearings were necessary. 

What is your conception, Mr. Morse, of the intent or the reason for 
804 being in the statute ? 

Mr. Morsr. I think that it speaks for itself. A subsidized operator 
should not have foreign-flag affiliations, nor any officer, director, or 
whatever the rest of the phrasing is, which have any interest in com- 
peting foreign-flag operations. 
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Mr. Drewry. Do you think it is simply a question of patriotism or 
more hardheaded economic reasoning for the prohibition being in- 
serted in the first place ? 

Mr. Morse. I think that it is a combination. I think it is not 
solely patriotism because if it were solely patriotism the Congress 
would have required that the subsidized operator be 100 percent 
American-citizen owned. 

Mr. Drewry. In fact, it is not too different in its concept from the 
one which has prohibitions against affiliations with allied industries, 
such as stevedoring, hotels, and that sort of thing? 

Mr. Morse. I think that it gets into the same principle. 

Mr. Drewry. So when you have the Johnson Line case and the 
Italian Line case you felt that hearings were appropriate because of 
other potential interests? Then you found when the hearings were 
set that no one showed to intervene. Do you feel that it was an im- 
proper decision in that case to call those hearings? 

Mr. Morse. I have no problem in going to a public hearing in an 
804 situation. I do not think you develop anything that the staff 
does not develop on its own at the present time, but I have no problem 
with it. If the Congress feels that it should be conducted, I have 
no problem with it. 

Mr. Drewry. Were those hearings held at that time at the request 
of anybody, or do you remember ? 

Mr. Morse. Those were purely administrative hearings, I call them, 
as distinguished from a board hearing. The processing of contracts 
after they have been awarded is an administrative action rather than 
aboard action. They were administrative hearings rather than board 
hearings, but they were both held prior to the time that I was Ad- 
ministrator. I do not know specifically what the reasons were for 
holding those administrative hearings. 

Mr. Drewry. Do you or one of your assistants there recall whether 
it was done on the Board’s own initiative, or the Commission’s ini- 
tiative? 

Mr. Morss. It was not the Board. It was the Administrator. I 
will endeavor to ascertain and find out from our records why they 
were held. None of us present here knows why. 

Mr. Drewry. The ay point that I am trying to make is there was 
an instance where because of third party interests that might be in- 
volved a decision was made, whether it was at the request of some- 
body, or on the initiative of the executive branch, the Board, or ad- 
ministration as the case may be, that in order to air the thing pub- 
licly a hearing was scheduled. No one showed up. No time was 
consumed other than the time to give notice and the matter was dis- 
posed of. 

Mr. Morse. I assume the fact that no one showed up was because 
the Administrator made a mistake in assuming third persons might 
have been interested. 

Mr. Drewry. It would appear so. In the instant case third parties 
are interested, as I understand you, on each one of the trade routes, 
each one of the services to be sought by States Marine. In view of the 
apparent purposes of 804, it would seem to me that there is a third 
party interest, and in fact from your statement third parties have 
attempted to express their interest in connection with the section 
605(c) hearings, but you have ruled them out of order. 
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Mr. Morse. I would say, and I think that I am being perfectly 
fair, that the interest you are talking about is not an interest in 


whether there is an 804 involv ement, itis a vigorous attempt, using 


every possible means, to prevent the award of a subsidy contract on 
the ground of whether States Marine is pure American, or whether 
they are partly foreign, and the same thing applies in other pending 
applications. 

With regard to Waterman, which i is pure American, I know of no 
foreign interest at all. There is a vigorous resistance by all com- 
panies, subsidized and not subsidized, to the award of a subsidy con- 
tract. I think that fundamentally is the interest of the protestants 
in this thing—purely competitive reasons and not because they fee] 
it inherently improper for a tainted American to receive a subsidy 
contract. 

Mr. Drewry. Mr. Morse, there are all kinds of control of corporate 
enterprises, and the effort that is sought by the legislation we have is 
to hold the subject in the open. 

Now, of course, from what I understand you are saying, that the 
interest of the third parties here is solely to use the law as a delaying 
device, and that may be, but the real issue we are interested in is 
whether or not it is desirable that the public business be conducted in 
public so that the possibility of improper control cannot occur. 

Mr. Morse. Well, again, I say I have no objection at all if the 
Congress wants to have a public hearing in 804 proceedings, but here- 
tofore it has never required it. Whether previous Administrators 
have acted wisely or unwisely in having a public 804 hearing is a 
matter of judgment, but it is not required by statute. Ordinar ‘ily, the 
administrative process is slow when you have public hearings. So, 
there are pros and cons on the desirability of public hearings. 

Mr. Drewry. Has anyone requested a public hearing in ‘this case? 
Has anyone ¢ ara that hearings be held? 

Mr. Mors. I do not recall ‘specific ally, but there are probabilities 
that there have been. I think there have been. 

Mr. Drewry. I am referring only to cases where there was a formal 
request by letter asking that there be hearings. 

Mr. Morse. I do not recall offhand, but I would be glad to check 
our records. But, I would assume probably that there have been 
requests for public hearings. 

Mr. Drewry. And, has States Marine Lines taken any position on 
what their attitude would be about public hearings? 

Mr. Morse. Not so farasI recall. I would not ask them what their 
views were, and I am sure the Board would not ask them whether 
they wanted to have a public hearing or not. 

Mr. Drewry. They have not volunteered anything ? 

Mr. Morse. No, sir. 

Mr. Drewry. Just one more question: 

In your concluding remarks you say: 

I think I will conclude my general statement by saying we have a deficiency at 
the present time in fast, dry cargo lines. The 15 subsidized operators at the 
present time own 312 cargo liners. They have contracted to replace those 312 
and some of them are presently asking for differentials on their pending obliga- 


tions on the basis that they are having difficulty in meeting their financial re- 
quirements. 
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Then, you say: 

Therefore in my opinion if the committee finds it desirable, or if the Congress 
finds it desirable, to enact 7601, we will continue to be more deficient than at the 
present time in our cargo carrying capabilities than would be the fact if the pend- 
ing applications could be approved by the Board. 

I find that a little difficult to interpret. Do you mean that 

Mr. Morse. I think I can state it simply: If the pending applicants, 
States Marine, Isbrandtsen, Isthmian, Matson Orient, and Pruden- 
tial—those are all that as far as I know have any foreign-flag taint 
or 804 problem—if all of those fail to meet the test of H.R. 7601, 
they would be unable to get a subsidy. Therefore, in my opinion they 
would be unable to replace their 140, in round figures, cargo liners, 
and unless they completely divest themselves of beneficial interest in 
any foreign-flag activity, they would be unable to get a subsidy. 
Whether they would or whether they would not meet the test would 
be up to them to say, but assuming they did not, the 15 subsidized 
operators do not have financing sufficient to enable them to contract 
for the additional 140 ships that are owned by this group of appli- 
cants that I am talking about. 

Mr. Drewry. Well, then, you feel that if this bill should become 
law, requiring public hearings, that they will fail to meet the test 
in public hearings? 

Mr. Morse. No; it is not the public hearing problem. It is the 
phrase—“or person holding or having a beneficial interest of 5 percent 
or more of the stock of the applicant.” It is that phrase which may 
be the deterrent. It is not the public hearing part of 7601. 

Mr. Drewry. I understand your remarks to be addressed to the en- 
tire bill. I did not realize you were addressing yourself to just one 
feature of the bill. 

Mr. Morse. No; it is not. The public hearing phase, I think it 
is unfair, as I have indicated before, because it changes the rules 
in midstream. We would have had no problem holding a public 
hearing concurrently with the 605(c) hearings which have gone on 
for 2 to 3 years, and I would have no difficulty having 804 probably 
discussed at all public hearings had that been done concurrently, but 
I think it is unfair at this stage of the game to change the rules. 

Mr. Ray. Mr. Morse, I am confused again. You say there has 
been no publication in the Federal Register to date of the notice of 
the intended granting of a subsidy in this case? 

Mr. Morse. No; I made no such statement, sir. 

Mr. Ray. When was the notice, and what was the notice ? 

Mr. Morse. The publication in the Federal Register of the 605(c) 
earing in the States Marine case was issued in 1955 or 1956. 

Mr. Ray. And was a hearing held ? 

Mr. Morse. Hearings have been held over the period of 2 to 3 
years. 

_ Mr. Ray. And have objectors appeared, or have people sought to 
intervene ? 

Mr. Morse. Oh, yes; lots of intervenors. 

Mr. Ray. I would like their names in the record. 

Mr. Morse. American President Lines, Ltd., Lykes Bros. Steam- 
ship Co., Pacific Far East Lines, Weyerhauser Steamship Co., U.S. 
Lines Co., Moore-McCormack Lines, Inc., State Steamship Co., Pa- 
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cific Transport Lines, Inc., Pacific Lines Steamship Co., American 
Export Lines, Matson Orient Lines, Inc., Waterman Steamship Corp., 
and Pan Atlantic Steamship Corp. 

Those were all the steamship companies. There were other inter- 
venors, but those were all the steamship companies. 

Mr. Ray. That includes practically all of the subsidized lines? 

Mr. Morse. It included all—I started to say “all,” but I want to 
qualify that. It included most of the subsidized lines that would be 
in competition with or are in competition with the States Marine 
activity. 

Mr. Ray. And have those objectors continued their objection? 

Mr. Morse. Yes, sir. 

Mr. Ray. All of them ? 

Mr. Morse. Well, I would have to search the record. In these cases 
some of the people participate initially and then withdraw, and some 
of them continue until the bitter end. 

Mr. Ray. On the whole, would you say that the list of objectors 
continues about the same? 

Mr. Morse. Yes, sir. 

Mr. Ray. And what is the basis of objection? Was it a common 
basis to them, or did they have separate competitive situations? 

Mr. Morse. As far as the subsidized lines were concerned, their 
major objection would be on the premise that the service that they 
were providing was adequate and that under the policies and objects 
of the act it was unnecessary to provide subsidy to States Marine to 
provide reasonably adequate American-flag service. 

As far as the domestic operators were concerned, they were pro- 
testing to the award of a subsidy contract which would permit the 
continued operation in the domestic trade by an affiliate of the appli- 
cant or the applicant itself. 

Mr. Ray. And both those kinds of objections continue to date? 

Mr. Morse. Yes, sir. 

Mr. Bonner. Would you mind an interruption ? 

Mr. Drewry. No, sir. 

Mr. Bonner. That was just in regard to 605 ? 

Mr. Morse. That is correct. 

Mr. Bonner. At the time that objection was made? 

Mr. Morse. Yes, sir. 

Mr. Bonner. It was not in regard to the foreign operations. You 
were only considering at that time whether or not additional service 
was necessary ? 

Mr. Morse. In those 605(c) proceedings an attempt was made by 
these protestants to inquire into the 804 activities and the Board ruled 
that that attempt was improper in any 605(c) hearing. 

Mr. Bonner. That is right. So you did not have an opportunity 
to go into this other angle that we are now talking about? 

Mr. Morse. That is correct. 

Mr. Ray. And was that by order of the Board ? 

Mr. Morse. Yes, sir. The matter was, as I recall—I do not recall 
whether that was by the usual Board process. I think there was a 
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briefing and arguments before the Board on the question as to whether 
these 804 issues could be raised in a 605(c) proceedings. 
Mr. Ray. Thank you. 
Mr. Drewry. Mr. Morse, your last statement was that wou felt that 
ou had no objection to public hearings, but you feel that it would 

unfair to take as much as 6 months to a year to carry forward public 
hearings, even though the previous cases were public cases where hear- 
ings were held and there were no intervenors, and that it would be 
changing the rules in the middle of the stream. Why is it chang- 
ing the rules any more with regard to those who have been through 
605(c) hearings than it is those who have not ? 

I think there are some five other applications for subsidy presently 
before you. 

Mr. Morse. Well, because as to these pending applications had the 
rule required an 804 evidentiary hearing at the time initially, we could 
have had the 804 hearing concurrently with the 605(c) hearing. By 
the way, there were 19 attorneys appearing in these proceedings for 
the objectors, to indicate how much time might be involved in going 
through these 605(c) hearings. 

As to the five applications, Mr. Drewry referred to, other 605(c) 
hearings which are to be held in the future, we could have the 605(c) 
hearing and the 804 hearing run concurrently or one immediately fol- 
lowing so that there would not be a duplication of time involved in 
going through the proceedings. 

Mr. Drewry. I yield to Mr. Zincke. 

Mr. Zincke. Mr. Morse, as I recall your testimony, you stated that 
on June 13, or thereabouts, 1957, the Board set the conditions under 
which States Marine would be cleared under 804; is that correct ? 

The date is not important, but just the month. 

Mr. Morse. It was in 1957; yes, sir. 

Mr. Zincke. And, the Board did not reach a decision with respect 
to the necessity for additional service on those routes at the States 
Marine hearing until a year and a half later, in February 1959? 

Mr. Morse. Correct. 

Mr. Zincke. Does that constitute any prejudgment of the case? 
You seem to be doing things a little backwards. 

Mr. Morse. Prejudgment of what ? 

Mr. Zincke. Assuming that the Board ultimately reached the con- 
clusion that there was no necessity for any additional service; for ex- 
ample, suppose the February 1959 decision had been that the existing 
service was adequate? A year and a half earlier they had set the con- 
ditions under which States Marine could operate on the route. 

Mr. Morse. Yes; but I still do not quite get your question about the 
prejudgment question. 

Mr. ZinckeE. Is not the order of the decisions a little unusual? Here 
the Board did not decide that additional service was required on the 
route until 1959, and yet in the middle of 1957 they had informed 
States Marine as to the requirements that must be met by States Marine 
to serve the route. 

Mr. Morse. Provided they met all of the other requirements of the 
statute and provided all of the other requirements were met. 











80 FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 

Mr. ZinckKe. Even before there was a determination that additional] 
service was necessary ¢ 

Mr. Morse. I might call to your attention the recommendation to 
the Board which was adopted and I will read only part of it: 

* * * will be required as a condition to the grant of an operating differentia] 
subsidy should Delaware or its successor otherwise be found by a Board to fully 
qualify therefor, and should it be found that section 605(c) of the act does not 
constitute any bar to the grant of such a subsidy. 

That was the basis on which the Board acted in 1957. There was no 

rejudgment at all as to whether they would get a subsidy contract 
Sesaees none of the 605(c) factual information had been submitted 
to the Board at that time. 

Mr. Zrncke. Is it not possible that your staff might be doing a great 
deal of work for nothing in determining the conditions under which 
States Marine could qualify long before the Board had determined 
that any additional service was required ? 

Mr. Morse. Yes, sir; sure. I will concede that, but that is a matter 
for our administrative determination, I think, Mr. Zincke, as to 
whether we think it is desirable or undesirable to overwork our staff 
on that basis. 

Mr, Drewry. I have no further questions, Mr. Chairman. 

Mr. Bonner. Mr. Morse, in response to one remark you made about 
trying to keep States Marine from getting an operating subsidy, you 
brought this matter to light yourself which brought about this pro- 
posed amendment to this 1936 act. 

Mr. Morse. Well, I am perfectly willing to accept that blame if you 
wish to place it on me, Mr. Bonner. 

Mr. Bonner. You brought it up yourself. 

I want to ask you one question : In the matter of divestment, has this 
procedure ever been used before in determining the qualifications of 
an applicant for a subsidy operation ? 

Mr. Morse. This divestiture ? 

Mr. Bonner. This trust, and what is going on now. Has it ever 
been used before in any case of the Maritime Board Administration ? 

Mr. Morse. When we are talking about trusts, let us be specific. 
Are you speaking 

Mr. Bonner. I am speaking about the manner in which this appli- 
cant is trying to bring himself wholly within the act. 

Mr. Morse. Are you referring to the Walsh trust and the Mercer 
trust ? 

Mr. Bonner. I am referring to this procedure which is being fol- 
lowed and which is going on now. 

Mr. Morse. Well, I think we should be specific, Mr. Bonner. 

Mr. Bonner. Yes. We are talking about this States Marine case. 

Mr. Morse. I do not know, but I would assume that there are other 
subsidized stockholders of other subsidized companies that may have 
intervivos trusts for their children. I think that has absolutely 
nothing to do—— 

Mr. Bonner. Is that for the purpose of meeting the 1936 act provi- 
sions in those cases ? 

Mr. Morse. These trusts were set up in 1939, some of them, and they 
have nothing to do with this particular question, but specifically I 
think you are getting at the voting. 








—_. &5 


mr 





FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS Sl 


Mr. Bonner. Have not some of them been set up or revised 
recently ? 

Mr. Morse. Some of them have been proposed—one of them, the 
Walsh trust, I think, has been proposed for revision to meet our 
conditions, but they were set up many years ago. 

I think what you are getting at specifically is the voting trust 
arrangement. I see absolutely nothing improper, immoral, or unlaw- 
ful in the slightest degree in the Mercer trust or the Walsh trust. 

Mr. Bonner. You know, Mr. Morse, our minds do go back to the 
similar situations when we had the Onassis hearings. 

Mr. Morse. Well, again, I wish to interrupt by saying there is no 
relationship at all. 

Mr. Bonner. The Department of Justice in a criminal or a civil 
action set up a plan of some kind or arrangement for a trust. When 
our committee went to New York we found that Mr. Onassis practi- 
cally dictated to the trustees, and he said in his own testimony if he 
did not own this, somebody else that he controlled owned it. So, it has 
made me skeptical of this kind of arrangement. You and I have had 
many personal talks about this Onassis transaction. 

Mr. Morse. Well, I cannot let it go by without saying that I dis- 
agree with you, Mr. Chairman. 

Mr. Bonner. It has been a problem before this committee and as I 
said in the beginning, which I do not want to repeat any more, I want 
to just get this thing straightened out. I cannot see anything wrong 
in the proposal that is made in the revised bill that we have for 
consideration before this committee, and this business about changing 
the rules in the middle of the stream if something is wrong, then every 
means possible should be used to correct the situation whether it is late 
or not, and bring it right out in the open and see that it is aboveboard. 

orm this conclude any questions that the staff members desire to 
ask ¢ 

Mr. Morse. I might mention, Mr. Chairman, that bringing things 
out in the open, we have submitted the 1957 proposal and the plan for 
an opinion to GAO. So, we are bending over backward to be sure 
that there will be no criticism under the existing law. 

Mr. Bonner. You said yourself that the intervenors at the time of 
the 605(c) hearing based their contention merely upon the question 
as to whether or not there was the necessity for additional tonnage 
on the route. ‘The question before us now is that they were not 
given an opportunity to show their reasons for intervening. 

Mr. Tollefson ? 

Mr. Totzierson. Thank you, Mr. Chairman. I just have two or 
three questions here. 

One relates to Mr. Ray’s earlier question about the objectives that 
the Board might have in mind or the guidelines they might have in 
mind when they are considering subsidy applications. This is a 
question that I have had in my own mind all the time that I have 
been here. 

Under the law anyone is free to file an application for subsidy ? 

Mr. Morse. Any citizen; yes, sir. 

Mr. Totierson. Any citizen can file an application for subsidy? 

Mr. Morsz. Yes, sir. 
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Mr. TotieFson. Just assume that several shipping companies apply 
for subsidy and they meet all the requirements of the statute, is the 
Board then compelled to grant a subsidy? 

Mr. Morse. No, sir. 

Mr. Totterson. The Board still has some discretion ? 

Mr. Morse. Yes; it is discretionary under the statute whether we 
award a subsidy or not even if they meet all statutory conditions. 

Mr. Totierson. What I have in mind is that we have a problem 
each year in the Congress of getting operating subsidies and con- 
struction subsidies and, conceivably, the point might come when the 
financial requirements upon the Government would be greater than 
the Congress would care to appropriate for. 

So, I have been interested in these objectives. 

Mr. Morse. Well, fundamentally, Mr. Tollefson, the objectives 
under the act are twofold: One is having an adequate merchant ma- 
rine for normal peacetime requirements, and the other is having a 
nucleus for the wartime mobilization requirements. 

Mr. Totuerson. In other words, you do take into consideration the 
mobilization requirements of the United States and are concerned 
about the number of ships that we have under the U.S. flag? 

Mr. Morse. Yes, sir. 

Mr. TotteFson. Coming down to a specific case, the States Marine 
case, if you people were convinced that this organization could supply 
additional ships by way of replacements and building new ships, 
that would be a factor? 

Mr. Morse. Yes, sir; certainly. They have offered to build 20-knot 
ships, by the way, which is a little bit better than some of the building 
subsidy applicants are willing to build and subsidy operators. 

Mr. Toititerson. Now we do have underway a ship-replacement 
program and do I understand from what you have said that the 
present operators are going to have and are experiencing difficulty 
a replacement program as we have generally heard it described 

ere ? 

Mr. Morss. They have a tremendous financial burden to swallow 
to meet their current contractual obligations. The ships are costing 
them four to five times—the new ships will cost them four to five 
times what their present ships will cost them. So it is a big financial 
burden to all the operators. 

Mr. Toxtierson. And this will continue in the years ahead ? 

Mr. Morse. Yes, sir. 

Mr. Totxierson. I will just ask this question, and will ask for your 
opinion: 

Do you think that the present operators are going to supply ships 
that we need for mobilization purposes under their replacement 
program ? 

Mr. Morse. Part of them only. 

Mr. Totierson. Part of them only? 

Mr. Morse. Yes, sir. 

Mr. Toutierson. Now, 804 is in a sense a general statute as well as 
specific. It says that any contractor receiving an operating differen- 
tial subsidy, it shall be unlawful for him to do certain things. In 
other words, we now presently have 15 operators receiving subsidy ? 

Mr. Mors. Yes, sir. 





Q © fd oO 


=~ 





. 


FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 83 


Mr. Totterson. At the time they were granted subsidy contracts— 
and of course this was before your time—apparently they met the 
requirements of the statute? 

Mr. Morse. Yes, sir. 

Mr. Toutterson. Does the Maritime Administration watch their 
operations at all times to see that they do not violate 804? 

Mr. Morse. Yes, sir; we review them annually. 

Mr. Totierson. Have there been any requirements, or has there 
been any necessity, for waivers to be granted ? 

Mr. Morse. I am sorry, sir, but I was talking to Mr. Zimmet. 

Mr. eee Has there been any necessity for waivers to be 

anted ¢ 

Mr. Morse. We have granted a few waivers; yes, sir, in relatively 
minor situations such as feeder services, usually. 

Mr. TotLerson. Do they go beyond the feeder services or are there 
any other affiliations or connections? 

Mr. Morse. We permit the subsidized—some of the subsidized 
lines—or grant a waiver to some of the subsidized lines to provide 
what we call husbanding services for foreign-flag vessels. 

Mr. Totuerson. The statute mentions a number of items such as 
a contractor cannot own, charter, act as agent or broker for, or 
operate any foreign-flag vessel. 

Do any of the present operators act as agents or brokers? 

Mr. Morsr. Not as brokers. I mentioned this husbanding activity, 
which means that when a foreign-flag vessel comes into a given port, 
the operator may be, on a waiver situation, permitted to enter and 
clear the vessel, and provide the food and the water and minor details 
of that sort, having nothing to do with cargo solicitation. 

Mr. Totierson. Would it be much of a task to provide for the 
record the names of the subsidy operators and any foreign connec- 
tions they may have? 

Mr. Morse. We will be glad to supply that. 

Mr. Totterson. Would that be proper, Mr. Chairman ? 

Mr. Bonner. Oh, yes. I want this record to be full. 

Mr. Morse. It will be simple. 

(The information requested starts on p. 23.) 

Mr. Totuerson. I believe that is all, Mr. Chairman. 

Mr. Morsr. May I volunteer one thing, Mr. Chairman? 

Mr. Bonner. Surely. 

Mr. Morser. This is with reference to your draft, H.R. 7601. If it 
is adopted by the Neate; rk is one thing I wish to call to your 
attention, and that is the difficulty of policing it. 

This would apply, of course, to all subsidized operators, and would 
apply to any shareholder having a 5-percent or more ownership of 
the stock of the applicant. 

We would have to look to every—and some of these companies are 
publicly held and it is sometimes difficult to always know whether 
a given individual owns 5 percent of the stock of the company, but 
assuming individual X does own 5 percent of the stock, whether that 
individual directly or indirectly “owns”—what does the word “own” 
mean ? 

Does it mean 100 percent of a foreign-flag vessel? Does it mean 
51 percent? Does it mean one-tenth of 1 percent? We need some 
clarification on the word “owns.” 
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We have a problem with that under section 804 at the present time, 
We have construed it to mean controlling interest or 51 percent or 
more of the foreign-flag activity. But I think it would be helpful 
if the Congress indicated whether the word “owns” means 51 percent 
or more or whether it means if they have even the slightest beneficial] 
interest. 

Mr. Bonner. We are going to look into that when the members have 
an opportunity to ask questions about the direct testimony which has 
been given by you in replying to questions of the staff. 

Since you injected this business of the replacement of the existing 
fleet, I think it would only be fair at this point in the record for you 
to state how many of the existing subsidized operators are prepared 
to proceed with replacement of their ships and are not doing it due 
to insufficient funds available by appropriation. Are there any? 

Mr. Morse. No. 

Mr. Bonner. There are sufficient funds already appropriated to take 
care of the contracts that have now been entered into by existing sub- 
sidized operators for the replacement of ships which will shortly be 
20 years old or more? 

Mr. Morse. In fiscal 1960 under our contracts with the 15 operators, 
as I recall there are obligations to contract for 26 new buildings in 
fiscal 1960, but we have appropriated funds which, I assume, will be 
enacted by the Congress for 14 only. 

Mr. Bonner. You said there are 26, but you have only funds for 14? 

Mr. Morsz. Yes, sir. 

Mr. Bonner. So, there are 12 that we are deficient in with reference 
to appropriated funds? 

Mr. Morse. Yes, sir; to average out over a 14-year period. 

Mr. Bonner. So, the operators now drawing subsidy are prepared 
to contract for the replacement but they cannot contract for it because 
there have not been sufficient funds appropriated to take care of the 
new contracts? 

Mr. Morse. That will be the case in 1960. 

Mr. Bonner. I think that is fair toshow in the record. I also think 
it is fair to show in the record, so everyone will know what it is all 
about, a table, if it is going to be—and the Senate has put in 2,600 
voyages I understand over there and the House put in 2,040—but if 
the 2,600 voyages were finally authorized, it would cost an additional 
$1,646,400,000 over a 20-year period. That is about right; is it not? 

Mr. Morse. I would have to check it out, sir. 

Mr. Bonner. I know it would. 

Mr. Morse. It would be a very substantial amount of dollars. 

Mr. Bonner. But, since you injected that in here, I am going to 
put this table in the record, and if it is not correct, I want you to let 
me know. 

Mr. Morse. Yes, sir. 
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(The table referred to follows :) 





Annual 
voyages 
ON COO a int sett itil naitiblbsndlstlixctibhrilichestt Bibles atime, 2, 600 
SS GIT . crconcenssssasictecsiiinihninsedinsaiuiisiahentienesaniniaiesbaiaaiieiiianiitiissisitainaidinilll 2. 
DiflerenceG asus b ink ied epee bee ee ee ae 560 
560 annual voyages will require 112 vessels. Esimated operating- 
differential subsidy accrues at approximately $360,000 per ves- 
sel per year. This amounts to $40,320,000 per year, or for the 
MCORT CONCIERGE oi ai in wna umnen ams mei emeaa mee $806, 400, 000 
112 vessels will require approximately $7,500,000 construction- 
differential subsidy—defense features, etc., per vessel, or_.___ 840, 000, 000 
Total cost U.S. Government, for 20-year contracts________ 1, 646, 400, 000 


Mr. TotitEeFson. On the construction subsidy appropriations, in the 
House bill which dealt with 14 ships, the Appropriations Committee 
had a comment in its report upon which I questioned them when the 
bill was on the floor. As I understood it, from their report, the rea- 
son they did not appropriate more money for the additional 12 ships, 
I believe it was, or something like that, was that they were not ready 

et. 
: That is, the contractual steps were not ready yet and, therefore, 
they did not appropriate the money. 

Mr. Morse. I do not recall that comment, Mr. Tollefson. 

Mr. Totterson. Mr. Chairman, so that we may have the full in- 
formation, I would like to have that part of the report inserted into 
the record at this point. I think it consists of just one page. 

Mr. Bonner. Yes; it would clear it up. 

(The matter referred to follows:) 


The 1960 program for construction-differential subsidies provides for the 
following ship replacements: 





1960 program 

















Number ‘umber | Cost (in 

ships fee ke anes Al 
Depa epee’ EAUCN, ee WK. 5 sausccoesanusaccosuuvewwananaebaeweate nt 3 $20 
Farrell Lines, Inc 4 27 
Grace Line, Ine 3 33 
Lykes Bros. SS Co., Inc 4 25 
Pinna cconcknsnknkacswsculluceclidcgientqantat cake mivcedaadene tame | 14 105 





The Committee is concerned over the disparity in the ratio of the number of 
ships programed for replacement in this Budget against the number due for 
replacement under operating differential subsidy contracts. The following 
excerpt from the Committee hearings describes the problem as it exists: 

“Mr. Preston. Mr. Morse, why did you settle on 14 when that is far below 
the level that the act contemplates? 

“If we were to replace the number of ships for companies that are under sub- 
sidy contract, we would be replacing 20 or 25 ships ; would we not? 

“Mr. Morse. Twenty ships a year, if you do it on a 14-year basis. 

“There are, in round figures, 280 to be replaced. 

“To start the other way, there are 312 ships that are under operating subsidy 
contract and 29 of those are Mariner types and will not need replacement for 
another 12 or 15 years. We have replaced four passenger ships so you get down, 
in round figures, to 280 ships roughly over 14 years and that averages out to 20 
a year. 
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“Mr. Preston. Why are we dropping down to 14? That is a pretty low level, 
it strikes me. 

“Mr. Morse. Primarily a budgetary problem. 

“Mr. Preston. There is no new policy of the Board or the Administration, is 

9 
Oar. Morse. No, actually our contracts with the operators would call for 26 
ships to be built provided funds were appropriated for the purpose.” 

This failure to keep abreast of the replacement program is not only in direct 
conflict with the spirit and intent of the Merchant Marine Act of 1936, but may 
result in an abnormally large request for ship replacement funds in subsequent 
fiscal years. 

Mr. Bonner. How much did you ask for? Did you ask for the 
26-ship appropriation or 14? 

Mr. Morse. In the President’s budget we requested 14 ships—in 
the President’s budget. 

Mr. Bonner. No; I am talking about the Maritime Administra- 
tion and the Commerce budget. 

Mr. Morse. Maritime requested 26 ships. 

Mr. Bonner. Mr. Downing, do you have any questions ? 

Mr. Down1nea. Mr. Morse, you hit upon the question I was just going 
to ask you, and that is as to the definition of “owns,” in a foreign 
operation, and you say your Board has decided that it means 51 per- 
cent or more? 

Mr. Morsz. Yes, sir. 

Mr. Downrne. In this new bill that we are discussing now do you 
think any percentage should be included in that bill as to what con- 
stitutes owning a foreign operation ? 

Mr. Bonner. If you will let me interrupt, I was going to try to clear 
up the questions on this main feature of whether or not there should 
be hearings under 804 and then come back to this so we could have 
it all in the record at a certain place. 

Mr. Downtnea. You want to limit this just to questions concern- 
ing 804? 

Mr. Bonner. I am not limiting it. I would not dare to do that, but 
I wanted to complete the hearings, as nearly as possible, on certain 
subjects. However, go ahead. 

Mr. Morse. At the present time 804 is aimed primarily at the con- 
tractor itself or its officers or directors and the executives of the cor- 
poration. I have no great problem with that. 

But, if in addition you bring in any shareholder owning 5 percent 
of the stock, you are going to so broaden the area of inquiry that it 
will make it a little difficult for us to police it particularly if the word 
“owns” means any interest in the foreign-flag vessel. 

Mr. Downina. Well, I am not speaking about the ownership of the 
applicant for subsidy. What I am referring to is the extent of his 
ownership interest in a foreign operation. 

Do I make myself clear ? 

Mr. Morse. Yes, sir; you make yourself clear, but the 7601 amend- 
ment uses the word “owns” in the same phrase and same language that 
“owns” appears in section 804 at the present time. 

Mr. Downtne. Exactly. 

Do you think that should be clarified ? 

Mr. Morse. Yes, sir; I do. 

Mr. Downtne. In other words, it should state “owns 51 percent” 
or 25 percent, or 10 percent? 


to 
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Mr. Morse. I think it should be clarified, but offhand I do not wish 
toexpress a view. I would rather check it out with our staff and get a 
considered opinion. 

Mr. Down1nc. Would you do that? 

Mr. Morse. Yes; but I think it should be clarified so that if our inter- 
pretation is wrong we hereafter act clearly within the intent of the 
Congress. 

Mr. Down1ne. That is all for now, Mr. Chairman. 

Mr. Bonner. Mr. Casey ? 

Mr. Casey. How many trust agreements are involved in this di- 
vorcement proceedings of the States Marine? 

Mr. Morss. There are 9 or 10 trusts. 

Mr. Casry. How many of them are voting trusts? 

Mr. Zimmet. There will be five and possibly six, depending on the 
choice that some of the stockholders will make or which the trustee 
banks will make. 

Mr. maa These voting trusts are only agreements specifically for 
voting ? 

In iw words, they have no other function other than to cast 
the votes that they represent; is that right ? 

Mr. Zimmet. Yes, sir. 

Mr. Morse. Well, they also include a provision—lI believe this phrase 
is included in the provision for voting: 

The voting trustee will be obligated at all times to vote for the best interest of 
Delaware and the subsidized company regardless of the effect that such vote may 
have on other interests or beneficiaries and the beneficiary agrees that the stock 
shall be voted by the voting trustee in such manner. 

That is one of the conditions that we attached to be included in the 
voting trust. 

Mr. Casry. You refer to the “beneficiary.” Might it not be another 
trust agreement, or another trust? 

Mr. Morse. Yes, sir. 

Mr. Casey. So, you have a trust for a trust; is that right ? 

Mr. Morse. It would bea voting trust. 

Mr. Casey. A voting trust for a beneficiary trust, so to speak, or a 
monetary trust. I donot know how you would express it, or identify it. 

Mr. Any It would be a voting trust for the main trust; yes, sir. 

Mr. Casey. When were these voting trusts created ? 

Mr. Morse. They have not been created yet. 

Mr. Caszy. They have not yet been created ? 

Mr. Morse. No, sir. 

Mr. Casey. If they are created, do you think they will meet the 
requirements for 804 ? 

Mr. Morse. Yes, sir; 804 is directed primarily at control. 

Mr. Casey. Yes, sir; are there similar trusts created for the New 
York corporation or do you know? 

Mr. Morse. I do not think so. 

Mr. Zimmer. In a very limited situation. In the case of the Walsh 
trust, the Walsh trust will have the Chemical-Corn Exchange Bank 
as the trustee for the New York stock, and in those areas where the 
corpus of a trust would be both American assets and foreign assets, 
the separation will be so complete that the trustee bank could not at 
one and the same time vote on behalf of both blocks of stock. There 











88 FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 


would be a voting trustee designated in each instance for the Amer- 
ican block of stock. We are concerned with who is going to vote the 
American stock, and we have 100 percent Mercer interest 
stock in corporate entities that are banking institutions which will 
either be the original trustee as spelled out in the basic 1939 trust 
agreement or will be a voting trustee which will be designated in 
accordance with the provisions of the 1939 agreement. 

Mr. Casry. If the voting trust decides that the same director as 
they had to begin with would be for the best interest of the company 
would they still comply with 804? 

Mr. Morse. No; we have covered that as part of our conditions, 
Here is one of our conditions: 

The voting trustees will at no time vote for the election as a director of 
Delaware of any person who directly or indirectly owns charters, acts as agent 
or broker, or operates any foreign-flag vessel completing with any essential 
American-flag service. 

Mr. Casry. If director X, say, has divested himself by means of 
trust of all his interest in both Delaware corporation and the New 
York corporation, he does not own it, then, does he, according to your 
construction ¢ 

Mr. Morse. You are saying if he no longer has an interest ? 

Mr. Casey. If he has divested himself of his stock by means of trust 
agreements. 

Mr. Morse. Does he have a beneficial interest in it? 

Mr. Casry. No; he has no beneficial interest. 

Mr. Morse. He gives it outright ? 

Mr. Casey. In other words, he gives it to his children. 

Mr. Morse. Certainly he would be free to act for the American 
trust. 

Mr. Casry. Could he also serve as trustee in the New York cor- 
poration without violating 804, or as a director of the New York cor- 
poration without violating 804? 

Mr. Morse. Delaware and States Marine, New York, have no com- 
mon officers or directors, 

Mr. Casey. Not any whatsoever? 

Mr. Morse. No, sir. 

Mr. Casey. Not even one? 

Mr. Morse. No, sir; not even one, 

Mr. Casry. But the fact that the same bank has two trust officers 
and one of them is designated for the Delaware corporation and one 
is designated for the New York corporation, you think that is a suffi- 
cient separation ? 

Mr. Morse. No, sir; that is not the way it works. Take the Chemi- 
cal-Corn Bank, for example. 

Mr. Casey. If I understood the gentleman correctly when he was 
talking about the Chemical-Corn Exchange, they would have separate 
trust officers for the two corporations ? 

Mr. Morse. No, sir; take, for instance, the Chemical Bank. It may 
be the trustee of a trust that may have stock in both the American 
company and the foreign company. If the Chemical Bank cannot 
vote the stock in the American companies under our conditions, the 
vote must be vested in some other bank that has no interest. 
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Mr. Casey. So, they created a voting trust ? 

Mr. Morse. Yes, sir. They will create a voting trust at a bank 
that has no interest in either of these companies or no interest in the 
foreign interest. They may have interest as trustee or otherwise 
for the pure American setup. 

Mr. Casey. You are talking about something hard to police. Do 
you not think that is something which is hard to police when you have 
a trust upon a trust like that ? 

Mr. Morse. I do not think so. 

Mr. Casey. You do not think so? eh 

Mr. Morse. No, sir. The reason we set up banks was to eliminate 
the possibility that individual trustees might be a little bit more 

Mr. Casry. You think banks are a little purer than individuals; 
do you? 

Mr. Morse. I think they are more careful. 

Mr. Casey. That is all, Mr. Chairman. 

Mr. Bonner. Mr. Mailliard. 

Mr. Matut1arp. Mr. Chairman, I had intended to ask the same 
questions Mr. Tollefson asked as to how much discretion the Board 
has. 

Mr. Morse, I gathered from your answer to him that you have com- 
plete discretion as to whether or not to enter into a contract. 

Mr. Morse. Well, may I put it the other way around: 

I would say that the Board—mandamus would not issue by a court 
to compel us to issue a subsidy contract, but we have discretion only 
within the terms of the 1936 act. 

Mr. Marmu1arp. And if an applicant met all the terms and all the 
provisions of the act and the Board so found, they could still not 
enter into acontract? 

Mr. Morse. Yes; 1 think the Board could refuse to enter into the 
contract. 

Mr. MAILiiarD. But I presume that 

Mr. Morse. In other words, I think then the control over the ac- 
tivities of the Board is in the Congress rather than by a court saying 
you have done A, B, C, and D, that is spelled out in the statute, and 
therefore you no longer have discretion to refuse to award a subsidy. 

_Mr. Maririarp. What I was trying to get at is in the exercise of that 
discretion would it be correct that you as a member of the Board 
would feel obligated to vote to sign a contract if an applicant met 
all the qualifications required in the act and if you could clearly say 
that there was a deficiency in the United States? 

Mr. Morse. I think, assuming we had available voyages in the voy- 
age limitation situation, and assuming we had no policy directives 
from the Secretary of Commerce which would conflict or which might 
conflict and assuming peacetime commercial requirements and mobili- 
zation requirements indicated we should have additional subsidized 
operators, I think it is unreasonable and unlikely to assume that any 
Board member would fail to award a subsidy contract. 

Mr. Maruurarp. When you get into these various provisions—and 
we are talking about particularly 804—I am a little disturbed. Per- 
haps, I should not say “disturbed,” but should say “confused” in my 
‘own mind as to how far you can go as a Board member, or collectively 
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as the Board, in separating the specific wording of the act and some 
intent that may lie behind the act. 

It should be made a little bit clearer in 804. 

You have indicated in answer to other questions here that this 
latest proposal of the States Marine to comply with the provisions 
of 804 or at least to put themselves in the position where 804 is not 
a bar you are satisfied that they have met those legal requirements, 
but what do you do if you have any doubt that in spite of complete 
compliance legally there still might be some degree of control exer- 
cised upon these two companies? 

Would you feel that you could deny the eee even though the 
legal grounds are met if you have any doubt in your own mind that 
this effectively separates it? 

T realize this is a difficult question to answer. 

Mr. Morss. I still think it is a matter-of discretion as I see it, Mr, 
Mailliard. 

Mr. Marix1arp. That is the point. How do you exercise that? 

Mr. Morse. Of course, the statute itself permits a waiver under 
certain conditions. 

Mr. Mariirarp. Yes; but in this instance you are satisfied no waiver 
will be required and the law has been complied with, but if in spite 
of compliance with the law and your conviction that no waiver was 
required, you still had some doubts in your own mind as to whether 
these companies might be separate to some degree, then what do you 
do? 

Mr. Morse. If I had doubts, I would make up my mind and if I 
were satisfied in my own mind that they should not get a subsidy, 
I would oppose it. There are so many variables in these hearings. 
In the 605(c) hearings there is considerable discretion vested in a 
Board member as to whether he thinks that the existing service is 
adequate or whether additional service should be supplied. Many 
of these sections vest a tremendous amount of discretion in the in- 
dividual Board member. 

Mr. Mariurarp. So that really your final decision, when you are 
sure that all the legal requirements have been complied with, comes 
down basically to a matter of judgment and not a question of tech- 
nical compliance? 

Mr. Morsp. I think so. 

Mr. Marurarp. May I ask the $64 question, then ? 

Are you satisfied, Mr. Morse, yourself, just as an individual mem- 
ber of the Board, that this kind of divestiture wherever there is a 
conflict or where there is ownership, that by means of—I do not 
know whether I am using the correct terminology—of removing 
that control one step to agent’s trustee, that that would be an effec- 
tive device to separate control ? 

Mr. Morse. Yes; I am personally satisfied. Fundamentally, I 
would like to see every subsidized corporation 100-percent citizen- 
owned, and a 100-percent Simon pure citizen owned, without any for- 
eign taint of any character. I would prefer that, but I think that 
the violation of the statute, the way it is at the present time, is 
greater in permitting alien stock ownership of 49 percent of a sub- 
sidized operator than in permitting a citizen of the United States to 
also have some interest in a foreign-flag ship. 
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Mr. Mari1arp. In other words, if Cunard should buy up 49 percent 
of United States Lines, the law would not be violated; would it? 

Mr. Morse. If Cunard does not have control of the United States 
Lines it is not prohibited by the statute 

Mr. Maru1arp. And, control is there and it is statutory ? 

Mr. Morse. I would think if Cunard bought 49 percent I am sure 
we would rule they did have control or that they would be an associate, 
but if the 49 percent is spread among a substantial number of aliens, 
there is nothing prohibitive in section 804 or any other section. I 
think that is a worse situation than the one we are talking about here. 

Mr. Mariur1arp. Does that appear to you to be a defect in the act 
that, perhaps, we should give some consideration to? 

Mr. Morse. Yes, sir; I think so. 

Mr. Matuir1arp. And, that possibility bothers you more than the 
possibility of the difficulty under 804? 

Mr. Morse. It would bother me more. I am unaware of there being 
any substantial alien stockholders in any of our subsidized companies, 
but we police it to assure that our companies do remain citizens to 

ualify under the statute, and there is relatively little alien owner- 
ship established, but it could exist. 

Mr. Maruia4rp. In this situation that we have with reference to 
States Marine, do you feel that in the normal procedure of the Board 
and the Maritime Administration that if there were any connivance 
in reference to policy or management between these two companies 
after a subsidy was granted that this policing facility would detect 
it and be able to prevent it becoming damaging ? 

Mr. Morse. If intelligent people wished to connive to violate. the 
law, it is very difficult to discover those things. 

Mr. Maitxiarp. Is not that the weakness in this structure? It con- 
ceivably could be if those with beneficial interest in both these com- 
panies could arrange to get connivance in the management of the 
companies. 

Mr. Morse. I think it is improbable here because, remember, the 
voting is vested in banks who are fairly carefully watched. There 
can be no common directors or officers, and think it is impossible that 
connivance of the degree that you are talking about could occur 
without it being known. 

Mr. Casey. Would the gentleman yield ? 

Mr. Morse. That is pure guesswork on my part, but it seems un- 
reasonable to me that no one would hear about it where you have five 
or six banks that would be involved. 

Mr. Maruurarp. If the banks are at the directorship level. What 
gives me personal concern is that those that have beneficial ownership 
in common in the two companies could bypass the bank whose director- 
ship of the operation of the steamship company is relatively limited 
and that the connivance could take place at the management level 
under the encouragement of those with common beneficial ownership. 

I am not talking about these individuals, but I am saying I think 
this could happen. 

Mr. Morse. The directors would be American citizens. 

I have no reason to assume that they would—any American citi- 
zen—make themselves available to an activity which would be in 
violation of section 804. 
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Mr. Matxuiarp. Well, I am not speaking so much to the director 
of the operation because, there, again, they are going to be nominated 
largely by trust companies. 

Mr. Morse. That is right. 

Mr. Matiiarp. Based upon what I know, the chances are they will 
turn out to become more financial men than shipping men, or at least 
that frequently happens. 

Mr. Morsk. There cannot be common officers, even. 

Mr. Marturarp. I understand that. 

Well, I am very happy that you do not share my fear, but it does 
occur to me that this could happen when the real control of the stock 
lies in a banking corporation trust officer who probably does not know 
a thing about the shipping business. 

Mr. Morst. We have final approval of the directors. 

Mr. Matiirarp. I realize you would have. 

Mr. Morse. We do have. 

Mr. Marutarp. You could disapprove any director that might be 
nominated ? 

Mr. Morse. Yes, and on this citizenship question we do annually 
receive affidavits from each of the subsidized applicants as to the stock 
ownership and changes in stock during the year, so we annually 
review the citizenship qualifications. 

Mr. Bonner. Are there any further questions? 

Mr. Cowen. Mr. Morse, in condition 4 of the letter of June 5, sub- 
section (c) reads as follows: 

The voting trustees shall be obligated at all times to vote for the best interests 
of Delaware (the subsidized company) regardless of the fact of the effect that 
such vote may have on other interests of the beneficiary, and the beneficiary 
agrees that the stock shall be voted by the voting trustees in such manner. 

Do I understand that the voting trustee could vote in actuality 
against the best interests of the beneficiary if such came to pass? 

Mr. Morse. If in so voting he voted in the best interest of the 
Delaware corporation. 

Mr. Cowen. Is it possible that you can set up such a trust wherein 
the trustee is obligated at the outset not to handle the corpus for the 
best interest of the beneficiary ? 

Mr. Morse. We are talking about voting trustees. 

Mr. Cowen. Yes. 

Mr. Morse. We are not talking about the trustee of the main trust. 

Mr. Cowen. I understand. Could this happen if even in a voting 
trust the beneficiary were a minor, say ? 

: var Morse. You are talking now about the legality of the provi- 
sion 

Mr. Cowen. Yes. 

Mr. Morse. This is a condition we have attached—we will not ap- 
prove the voting trust unless this condition is included and unless the 
trustee of the main trust and the beneficiary of the main trust have 
approved it. 

Mr. Cowen. I note that the beneficiary must agree to it. I am con- 
cerned about the provision as it is written. I do not pretend to be an 
expert on trusts, but I am wondering whether it is legal as it is set up. 

r. Morse. Our General Counsel's Office does feel this provision 
is lawful. 
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Mr. Bonner. Now, I want you to give me the names of the com- 
panies who were intervenors at the section 605(c) hearing. I want 
the staff to notify the companies that they will have an opportunity 
to come to this hearing and to express themselves on this matter. We 
have letters from three different people who are interested in the mat- 
ter, and I want them to come down here and at least read their letters, 
or make such statements as they care to. 

On Tuesday, the 7th of July, we will give them an opportunity to 
come and read their letters and so forth. We will notify all the inter- 
venors that they can have an opportunity to come before the com- 
mittee and give their views. 

We will stand in recess until that time. 

(Whereupon, at 12:05 p.m., the committee recessed to reconvene 
Tuesday, July 7, 1959.) 
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FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED 
OPERATORS 


TUESDAY, JULY 7, 1959 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON MercHANT MARINE, 
OF THE COMMITTEE ON MercHant MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to adjournment, in 
room 219, Old House Office Building, Hon. Herbert C. Bonner, 
chairman, presiding. 

Present: Representatives Bonner, Miller, Zelenko, Downing, Casey, 
Tollefson, Van Pelt, Ray, Mailliard, and Pelly. 

Present also: Representative Garmatz. 

Staff members present: John M. Drewry, chief counsel, Bernard J. 
Zincke and Robert H. Cowen, counsel, and William B. Winfield, chief 
clerk. 

The Cuamman. The committee will come to order. 

The committee will continue this morning the consideration of H.R. 
7601, the bill to amend the Merchant Marine Act, 1936, to provide fur- 
ther requirements for applicants and contractors under operating- 
differential subsidy contracts. 

During the proceedings on this proposed bill, the name of one of 
the applicants came into discussion with the Chairman of the Mari- 
time Board. The Chairman of the Maritime Board made a statement 
containing something to the effect of jealousy or something of that 
nature. There is no jealousy in this matter before the committee 
at all. It is whether or not the committee is going to keep this operat- 
ing-differential subsidy on the up and up or whether everybody is 
going into a foreign operation as well as an American-flag operation. 
Let that be clearly understood, that this committee is not considering 
any pending applicant. 

The question of 605(c) is behind us in this case that has been men- 
tioned of the applicant that has been mentioned in connection with 
this bill but that application is a fine example for the passage of the 
bill so that all can be fed out of the same spoon and it all can be shown 
in public as to just what is going on. That is the only intention of 
this bill. 

During the proceedings, it was brought to light that there were 
some that intervened with respect to this application so that the com- 
mittee asked that a letter be sent to those who intervened and that they 
be given an opportunity to come in here to testify on H.R. 7601, not 
on the question of 605(c). I understand that we have this morning 


three or four people that would like to testify on this bill. 
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Mr. C. D. Gibbons, vice president and treasurer of the United 
States Lines. 


STATEMENT OF C. D. GIBBONS, PRESIDENT AND TREASURER, 
UNITED STATES LINES C0., ACCOMPANIED BY DONALD WIERDA, 
GENERAL FREIGHT TRAFFIC MANAGER 


Mr. Giszons. Mr. Chairman, if you have no objection, I will have 
Mr. Donald Wierda, our general freight traffic manager, sit with me, 

The Cuarmmman. That is all right. 

Mr. Grspons. My name is C. D. Gibbons. I am vice president and 
treasurer of United States Lines Co. Mr. Wierda, our general traffic 
manager, is here with me to answer any questions the committee may 
have on operational matters. We are appearing before your com- 
mittee in response to the chairman’s invitation of June 25, 1959, to 
express our company’s views on H.R. 7601, including the alternative 
proposal, as well as related matters which have come before your 
committee in the course of these hearings. 

I should like to state at the very outset that United States Lines 
is heartily in favor of the basic principle that underlies H.R. 7601 
and the proposed alternative that 1s before the committee. We favor 
public hearings of the direct and indirect interests in foreign-flag 
vessel operations of subsidy applicants on routes and services com- 
peting with American-flag operators. 

Public hearings are salutory. We believe it is only fair that 
established operators, especially those subsidized to compete with 
foreign-flag lines, should, if they so request, have an opportunity in 
a public hearing to ascertain all the facts concerning the foreign-flag 
connections of a competitor seeking subsidy, and to express their 
views as to whether waivers should be granted, as well as the effective- 
ness of any proposed plan of divestiture. By the same token, as an 
existing subsidized operator, we have no objection to being subjected 
to the same requirements, since the basic objective of the Merchant 
Marine Act is to promote the American merchant marine—not that 
of foreign nations. 

The committee’s letter of June 25 asked the United States Lines Co. 
to appear in view of its intervention in the States Marine subsidy 
application. 

The CyHatrman. Let me interrupt right there. This committee 
did not bring that applicant’s name into these proceedings. That was 
brought in by the Chairman of the Maritime Board, Mr. Morse. 

Let it be known clearly that we are not concerned with who is the 
applicant at all. 

Mr. Grppons. We are not using States Marine because it is States 
Marine. It is just the facts that developed in connection with that 
case which are pertinent to this particular legislation. 

The Cuarrman. I want to make it clear how this applicant’s name 
came into this picture. 

Mr. Grppons. Yes, sir. 

The States Marine case is of particular interest to the U.S. Lines 
because, as the committee knows, States Marine Lines acquired Isth- 
mian Line, Inc., who have also applied for subsidy to the extent of 
108 sailings per year. Isthmian may also continue to make additional 
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sailings to the Far East without subsidy, and operates a joint service 
with Matson between the Atlantic and Hawaii. 

But that’s not the end of the story. Last fall, an agreement was 
filed with the Federal Maritime Board revealing that States Marine 
Lines, through its newly acquired and wholly owned subsidiary Isth- 
mian, also plans to acquire 50 percent of Matson Orient Lines, half 
of whose directors will be States Marine/Isthmian officials. Matson 
Orient has applied for a maximum of 26 sailings per year from the 
Atlantic coast to the Far East. 

Incidentally, the agreement to acquire an interest in Matson Orient 
also provides that States Marine-Isthmian Agency, Inc., wholly owned 
by States Marine and its subsidiary Isthmian, will solicit and book 
eargo for Matson-Orient as well as for Isthmian and States Marine. 

We are frankly puzzled as to the status of States Marine-Isthmian 
Agency. States Marine’s letter of June 5, 1959, addressed to the 
Board and on file with the committee, refers to them as agents for 
foreign-flag lines, including Mitsubishi and the Irish Shipping Co. 
Both Mitsubishi and the Irish Shipping Co. operate in competition 
with the U.S. Lines. However, prior to June 5, States Marine had 
announced the formation of Oceanic Agencies, Inc., to perform these 
very same functions, and Oceanic Agencies, Inc., now advertise them- 
selves as agents for those companies. 

A total of 302 subsidized sailings has been requested by the States 
Marine—Isthmian-Matson Orient interests. All of these sailings will 
be in competition with established American-flag operators includin 
the U.S. Lines. They represent 1214 percent of the 2,400 vibsidised 
sailings Congress has considered necessary during the fiscal year 1960 
for the promotion of the American merchant marine. 

This committee will therefore appreciate why the U.S. Lines has 
intervened in the various States Marine subsidy applications and is 
concerned with their proposed operations. 

We will be even more acutely concerned if States Marine’s foreign- 
flag affiliations are not effectively divorced from its American-flag 
operations before any subsidy contract is entered into. Indeed, we 
had assumed from statements in States Marine’s subsidy application, 
that divestiture would be complete. However, we now find that this 
is not to be the case. Instead of selling their foreign-flag vessels and 
severing their foreign connections outright, we understand that they 
now propose to divide themselves into two parts—States Marine (Del- 
aware) to be the American-flag subsidized operator and States Marine 
(New York) to continue with its foreign fine ownerships and affili- 
ations. The same people, having almost identical interests in both 
companies, will continue their present stockholdings. These holdings 
represent an overwhelming control of both companies. Moreover, 
they are owned by a small group of persons directly related to or closely 
connected by long business association. 

Apparently the States Marine plan is to place these majority stock- 
holdings in voting trusts to be exercised by banks. As a practical 
matter this means that the banks’ sole function will be to elect the 
directors of the Delaware or American-flag company once a year. 
They are not required to elect directors who will promote the Ameri- 
can merchant marine as a whole—only directors who will promote 
the best interests of States Marine Delaware. These interests may 











98 FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 


very will and frequently will coincide with the best interests of the 
foreign-flag company. The foreign-flag company, of course, can go 
anywhere it wants and follow any policy it desires in competing with 
other American-flag lines. 

I respectfully submit that considered realistically, this plan of 
divestiture is no divestiture at all. The beneficial interests in both 
the American- and the foreign-flag companies are the same. They 
will be in a position to utilize the earnings received from the American- 
flag subsidized company to promote their foreign-flag interests, and 
they will certainly promote these foreign-flag interests which they 
own and control above the interests of other American-flag companies, 

Furthermore, how can there be any real separation of the two com- 
panies at the working level when they are both working for the same 
beneficial interests ? 

The banks acting as voting trustees elect directors but they do not 
select management, and it would be unrealistic to assume that the traffic 
department of the American-flag company would vigorously compete 
with their counterparts in the foreign-flag company, if it would hurt 
the same beneficial owners. It seems inevitable to me that the two 
companies would work as a team to protect the best interests of the 
owners irrespective of the effect on other American-flag operators, 

I consider that the States Marine plan of divestiture would violate 
the fundamental purpose of the 19386 act which is to enable American- 
flag operators to compete effectively with foreign-flag operators. The 
act is not intended to be used and should not be utilized to enable those 
holding beneficial interests in a subsidized American-flag company 
to reap the advantages of subsidy and at the same time devote their 
talents and financial resources to the fostering of foreign-flag opera- 
tions which are in direct competition with American-flag operators. 
If States Marine Lines are permitted to do this then all other Ameri- 
can-flag subsidized operators should be entitled to the same privilege. 
The end result would be a complete change in the basic character of 
the American merchant marine and destruction of the entire concept 
of the Merchant Marine Act of 1936. 

For these reasons, U.S. Lines endorses the public hearings required 
in H.R. 7601 and in the substitute draft. While we favor the pur- 
poses which the committee wishes to accomplish by the 5-percent 
limitation provision, we suggest that the committee give careful con- 
sideration to the problems of administering such a provision and the 
possibly serious results thereof. 

So far as we know, at the present time U.S. Lines Co., whose stock is 
publicly held by 8,000 stockholders, has no one stockholder who owns as 
much as 5 percent of the common stock of the company. However, this 
situation may change, and if it does we can foresee real difficulty in 
determining, in some cases, the names of the beneficial owners of 5 
percent or more of our stock. 

As is common with publicly held companies some of our common 
stock is registered in brokers’ names or in the names of bank nominees, 
who, in accordance with established business practice will not disclose 
the names of their principles. Without these names, obviously we 
cannot determine what foreign interests such holders may have. 


Another problem is of concern to us. If we find that a stockholder 


does have holdings in excess of 5 percent, and does have foreign-flag 
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affiliations, what can our company do about it? We know of no 
action that we could take to require such a stockholder to dispose of 
his stock or to sever his foreign-flag affiliations, and if we cannot do 
these things, what then is our status under our agreement with the 
Federal Maritime Board? Under the revised wording of section 804 
as proposed, we could be in serious difficulty, and possibly subject to 
cancellation of our agreement. 

We thank you for giving us this opportunity to express our views 
on H.R. 7601 and the proposed alternative. 

The CHarrMan. Mr. Zincke. 

Mr. Zincxe. I have no questions. 

The Cuarrman. Mr. Cowen. 

Mr. Cowen. I have no questions. 

The Cuarrman. Mr. Drewry. 

Mr. Drewry. Mr. Gibbons, in the States Marine proceedings, you 
did intervene. On what ground was your intervention? 

Mr. Giszons. I would like to have Mr. Wierda answer that question, 
if you will. 

Mr. Wierpa. We intervened on the ground that States Marine pro- 
posed operations were to be in direct competition on some of our trade 
routes. They originally claimed that they were an existing service 
on some of our routes and they also claimed that American-flag service 
on some of the routes that we were operating was inadequately served 
at that time and we intervened to protect our interest in that respect. 

Mr. Drewry. That was your primary intervention. Now, in the 
605(c) proceeding in connection with your intervention, did you raise 
a question about the foreign-flag affiliation? 

Mr. Wierpa. No, we did not raise that question directly at that 
time. Our understanding was that, in their application for subsidy, 
they were going to sever their foreign-flag connections exactly as 
every other American-flag company has had to do, so that we did not 
as acompany raise that question at that time. 

We felt that before they could ever get a subsidy they naturally 
would have to do that. : 5 

Mr. Drewry. You say at that time. Did you raise that question at 
any time during the proceedings up to date? 

Mr. Wrerpa. No, we have not. No. 

Mr, Drewry. Not by asking questions? 

Mr. Wireva. No. You see, the first time that any information has 
been made available to us concerning their foreign-flag connections 
is when this committee started these hearings. Up to that time, we 
had no information available to us as to what their intentions were 
or how far they were going to go and at all times we had assumed that, 
just like any other American-flag company, they would have to sever 
their relationships with their foreign-flag affiliations in a clean-cut 
way. 

It was only in recent weeks when this committee started these hear- 
ings that we have found that that was not to be the case. 

Mr, Drewry. Do I understand from that then that, as far as your 
company was concerned, until these recent hearings you have been 
perfectly satisfied with the functioning of 804 and the manner in 
which it has been administered ? 
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Mr. Wrerpa. Yes, we have not known of any other case that jg 
similar to this at all. So far as I can recall, we have never had any 
grounds for complaint on the way 804 had been administered or the 
way that the foreign-flag affiliations of American-subsidized com- 
panies had been disposed of. 

Mr. Drewry. I notice in your statement, Mr. Gibbons, that a great 
deal of emphasis is on the competition which States Marine or its 
various affiliates, subsidiaries, and so on, would provide, and that 
most of them are American-flag operations. 

Is that correct ? 

Mr. Giesons. Most of the subsidiaries of States Marine are Amer- 
ican companies? 

Mr. Drewry. The ones which you are referring to in your state- 
ment. 

Mr. Gregons. Certainly not the States Marine of New York. That 
is not an American-flag operation. 

Mr. Drewry. Isthmian is an American-flag operation ? 

Mr. Grezons. That is correct. 

Mr. Drewry. And Matson Orient is an American-flag operation! 

Mr. Giesons. That is right. 

Mr. Drewry. And the nonsubsidized Isthmian is an American- 
flag operation ? 

r. Grsons. That is right. 

Mr. Drewry. Does that suggest that perhaps there ought to be 
ns agg of divorcement involved there on American-flag opera- 
tions? 

Mr. Wierpa. No, we are not suggesting that at all. We presently 
have before the Board a request for reconsideration of some of the 
activities or some of the actions which have taken place in connec- 
tion with States Marine and in connection with the Matson Orient 
combined with Isthmian, all of which came out after the section 605 
(c) hearings had been completed, and that is presently being han- 
dled administratively in that respect; but this statement is based not 
upon the competition which States Marine will give us as an Amer- 
ican-subsidized line but on the competition of States Marine as a sub- 
sidized line on the one hand also having foreign-flag lines under their 
control on the other hand. 

Mr. Drewry. In reference to this 5-percent question, your compan 
is very widely held and in its list of directors are some very well- 
known names in American business. How do you determine your 
status as a citizen corporation ? 

Mr. Grezons. Under the rules of the Maritime Administration. 

Mr. Drewry. Could not similar rules apply in the case of determin- 
ing the extent of the beneficia] stockownership ? 

r. Gresons. They have rules for determining citizenship which 
are based to a considerable extent on presumption of citizenship based 
on location of the registered name of the stoi. 

Mr. Drewry. I was saying could not those same rules apply to 
determining a percentage for the purpose of this bill ? 

Mr. Grssons. Ours is such an overwhelming amount. 

Under the rules of Maritime we recently filed a citizenship certifi- 
cate and 95 percent of our stockholders were in the category which 
the Maritime has determined for this purpose are to be considered 
as American citizens. 
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Mr. Drewry. You say you know of no action that could be taken 
to require such a stockholder to dispose of his stock or to sever his 
foreign-flag affiliations. 

“You apply that to your company which is an existing operating 
company, but is that not in a sense one of the complaints about the 
States Marine situation where they are not a publicly held corpora- 
tion but the stockholdings are known, and you are saying they should 

t rid of them but in cases where stockholdings are not known they 
should not get rid of them. 

Mr. Giszons. Are you talking in terms of 5 percent ? 

Mr. Drewry. I am talking in generalities. 

Mr. Grssons. Well, if you will apply the rule of 5 percent, we have 
no foreign stockholder or no one stockholder of any nationality who 
holds as much as 5 percent of our voting stock. 

Mr. Drewry. Is it your thought that it would be better not to have 
this stockholding limitation in the bill ? 

Mr. Grepons. If we can figure some way to get around or to al- 
leviate these technical difficulties which are real difficulties. If you 
cannot find the name of your stockholder who has greater than 5 
percent of the stock you cannot very well determine what his foreign- 
flag affiliations are. 

As I say, we do not have one now. We have a few who are close 
to 5 percent. 

If the figure was 10 percent the job would be easier because there 
would be fewer possibilities of reaching it, but that does not correct 
the technical difficulties advantage. The public held company has 
more difficulty in that respect that a privately or closely held com- 
pany. 

We are not objecting to the provisions if we can find a way to carry 
them through but we do feel it is serious for us to be put in a posi- 
tion where we can be guilty of an unlawful act where we are unable 
to develop the facts which permitted us to cure it or to determine 
means of curing it. 

The CuatrMan. Let us explore this from a different angle. 

Mr. Zincke ? 

Mr. Zincke. You say your contention is that you are not in a posi- 
tion to do anything if a stockholder of your company in fact owns 
more than 5 percent of the stock even if you know about it. 

Mr. Gispons. Yes. 

Mr. Zincxe. Is it not a fact that under section 804 as rewritten 
here the provision is that it shall be unlawful for any person holding 
5 percent or more of the stock to hold foreign-flag interests. Is that 
a matter for your company to do something about or is it a matter 
for the Attorney General to do something about as a crime? It says 
it shall be unlawful for a person to hold more than 5 percent. 

Mr. Gippons. That is a legal question that I am not prepared to an- 
swer. We have discussed that with our lawyers in a preliminary way. 
They figure that if you put it in and make it a crime for a man to 
hold it that something can be done about it but just what our relief 
is from it we are not sure of. 

These people who are now stockholders have bought their stock not 
under those conditions but under a different set of conditions. 
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Whether we can enforce on existing stockholders a new set of laws, 
whether we can find some way to help enforce it, I do not know. 

Mr. Zincxke. The point is that your company does not go about mak- 
ing a practice of enforcing criminal statutes generally, ‘lo they ? 

r. Grppons. No, no. 

Mr. Z1ncke. So that there is no more reason for them to do any- 
thing about this than there is about any other criminal statute. 

Mr. Grsprons. If it is unlawful for this to happen, is it not unlawful 
for us to have a stockholder that does have that? Is not the penalty on 
us in the question of whether we are living up to our contract ? 

Mr. Zrncxe. Let me try something else, then. 

Suppose your 8,000 stockholders got together and elected a director 
with very extensive foreign-flag interests. What could you do as a 
company or as an officer of the company about that? 

Mr. Gresons. Well, we can bring more pressure to bear on a director 
than we can on a stockholder. I mean, to get rid of him. 

Mr. Zincke. Just how does one bring pressure on a director? 

Mr. Grssons. You just do not elect him the next time you come to 
a meeting. 

Mr. Zincxke. But the point is he is already elected and, if you say 
that that puts you in a spot with respect to a stockholder holding 
more than 5 percent, are you not in the same boat with respect to such 
a director ? 

Mr. Grezons. I agree that we are, technically. 

Mr. Zrncxp. Technically or otherwise ? 

Mr. Grezons. I would expect that, under those circumstances, that 
would be regarded as a condition that possibly we could cure and 
would give Maritime a basis for temporarily forgiving us from the 
situation. 

Mr. Zinckxe. How would you cure it? 

Mr. Grpsons. How? 

Mr. Zincke. Yes. 

Mr. Grssons. Your stockholders elect your directors, do they not! 
We do not have cumulative voting or anything of that sort. Up to 
date we have had pretty good control of our stockholders through the 
proxy provisions and that sort of thing. I do not say it is absolute. 
No, it isnot. I can conceive of a situation where it could happen. 

Mr. Zrncxke. It is not too dissimilar from the situation where a 
stockholder owned 5 percent or more of the stock under the terms of 
this bill, is it? 

Mr. Grrrons. Well, to me it seems easier to relieve vourself of the 
services of a director who does not qualify than a stockholder. 

Mr. Zrncke. It may be easier but it is the same basic principle, is it 
not ? 

Mr. Gipsons. I think that is right. You know more about the law 
than I do on that. 

Mr. Zincxe. I would not say that. 

The CHarrman. Are there any further questions? 

Mr. Tollefson ? 

Mr. Totierson. I have no questions at this time. 

The CHarrMan. Mr. Miller. 

Mr. Mittrr. I have no questions. 

The Cuatrman. Mr. Van Pelt. 
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Mr. VaN Petr. I have no questions. 

The CHarrMAN. Mr. Zelenko. 

Mr. ZELENKO. I would like to get myself straight on this, Mr. Gib- 
bons. Your company isa publicly held company ¢ 

Mr. Ginsons. That is correct. 

Mr. ZeLeNKOo. ‘Therefore you cannot restrict the sale of stock in the 
various stock markets. 

Mr. Gissons. That is right. 

Mr. ZeLENKo. If it were a privately held company, you could then, 
if somebody wanted to purchase stock, at least find out who they are 
and what they are. Do you feel that this particular section should 
be reworded in such a way as to avoid the penalty on the part of pub- 
liely held companies such as yours where you cannot control the sale 
of it? Isthat your feeling ? 

Mr. Grepons. I think that would be very helpful. 

Mr. ZeLenko. If you had some phraseology in there exempting you 
from at least any penalty where it was sold on a public market and 
still be within the 5 percent ? 

Mr. Gispons. I certainly think that would be very helpful. 

Mr. ZeLeENKo. The question arises in my mind which may or may 
not be on this subject as to the fact that yours is an American citizen- 
ship company and you are pretty well satisfied that 95 percent of 
your stockholders are American citizens. Of course, there is a pro- 
posed penalty there that if someone owns stock in your company and 
also owns foreign-flag operations that, he is ineligible or it is illegal 
to hold it. That would be, as Mr. Zincke pointed out, something for 
the Attorney General to go into. 

The penalty is on the stockholder and not on the company. 

Mr. Gipsons. I was not sure of that. 

Mr. ZELENKo. Here is what enters my mind. Suppose in a public 
market some foreign financial combine decides tomorrow to go out 
and buy 50 percent or 60 percent of the United States Lines stock. 
Your line then would become a foreign-controlled company, would 
it not ? 

Mr. Grszons. That is right. 

Mr. ZeLENKO. What would happen to all these subsidies and all the 
regulations that say that the company has to be citizenship-held ? 
You are the treasurer of the company, its finance officer. Do you 
have any idea on the subject ? 

I do not know whether it is technically relevant but the thought 
occurred to me that you could not stop them from getting control of 
your company when, let us say, they own 30 or 40 or 50 percent of your 
stock. 

Mr. Grrsons. If somebody set out to do that, I think it would have 
that result. We would be in very bad shape. 

Mr. ZeLenKO. Do you know of anything in the law which could 
prevent that? 

Mr. Grpsons. Not that I know of, not that my attorneys have been 
able to discover. 

Mr. ZELENKO. You would no longer be an American company. 

Mr. Grepons. That is right, and no longer eligible for a subsidy. 

Mr. ZeLtenKo. That does not come particularly within this legis- 
lation but the thought occurred to me that that is a possibility and 
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that perhaps sometime in the future we ought to look into that to gee 
that a thing like that could not occur. 

I am not dealing with a case where any stockholder owns foreign 
flag operations but just a foreign stockholder. It could happen. 

Mr. Gipzons. Yes. 

Mr. ZetenKo. That would disrupt our entire maritime law, would 
it not? 

Mr. Giszons. It certainly would, sir. 

Mr. ZELENKO, Coming back to this second section, do you feel that 
if something was written into this 5-percent section, which would not 
put a penalty on the public sale company that that might alleviate 
your situation ? 

Mr. Gipspons. That would alleviate practically all of our diffienl- 
ties. 

Mr. Zetenko. Thank you. 

The CHarrman. Mr. Ray. 

Mr. Ray. Mr. Chairman, I just would like to be sure that I am 
straight on what happened as a matter of procedure. I think we are 
concerned primarily with the adequacy of our procedures with respect 
to subsidy applications and with respect to citizenship. 

The States Marine application was filed early in 1955, I believe, 
You said that it asked for operating subsidy with respect to sailing on 
routes which you were sailing on and for which, I assume, you had 
the subsidy arrangement. 

Mr. Grsgons. Yes, sir. That is right. 

Mr. Ray. The basis of the application was that the tonnage for the 
sailings was inadequate. 

Did you question that in your intervention ? 

Mr. Grsrons. Will you answer that, Mr. Wierda? 

Mr. Wrerpa. Yes, we did, and in respect to certain of the routes on 
which they intended to operate. On others we did not. 

Mr. Ray. The routes that were common to you, the subsidized routes 
which you had and the application for subsidy with respect to sailings 
on those same routes ? 

Mr. Wierpa. It was not identically that, Mr. Ray. We objected 
to their plan to start a vessel on the west coast of the United States 
and top off that vessel on the Atlantic coast en route to Europe. We 
operate a large number of vessels exclusively between the Atlantic 
coast and Europe. We objected to their top-off request in that stage 
of the game. 

We did not object to their proposal for starting vessels from the 
Atlantic coast to the Far East. Although we originally set that out 
as one of our objections, we later withdrew that. 

Mr. Ray. Did you have applications pending for additional sail- 
ings at that time? 

Mr. Wierpa. We applied for additional sailings on trade route 12 
ourselves. We purchased A/ariner vessels. 

Mr. Ray. You and the applicant, States Marine, were in agreement 
that the coverage was inadequate ? 

Mr. Wrerpa. On trade route 12. 

Mr. Ray. At that time? 

Mr. Wierpa. Yes, sir. 

Mr. Ray. And the interventions were heard ? 
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Mr. Wierpa. Yes, sir. 

Mr. Ray. And it went up to the last, highest level for decision ? 

Mr. Wrierpa. That is correct. 

Mr. Ray. That decision came when ? 

Mr. Wierpa. I believe it was this year, 2 or 3 months ago, Mr. Ray. 

Mr. Ray. So that just the consideration of the 605 questions re- 
quired a period of 3 years? 

Mr. Wierpa. Several years. Longer than that. 

Mr. Ray. Before there could be a decision ? 

Mr. Wierpa. Thatiscorrect. Yes, sir. 

This was a case, Mr. Ray, which covered so many different routes. 

Mr. Ray. I was trying to limit it to the places where you were 
directly concerned. 

Mr. Wrerpa. I thought you were primarily interested in the length 
of time that it took. 

Mr. Ray. Time, I think, has importance, but that was just an inci- 
dent in the development. I do not think Mr. Gibbons expressed an 
opinion as to whether he thought it desirable to advance the 804 
question as a matter of procedure so that it is considered along with 
the question as to whether a particular route has adequate service or 
does not have adequate service. 

Mr. Gispons. It is our opinion that it should be considered along 
with the other question. We have learned in this particular case that 
the information comes almost too late to try to do anything about it. 
We think it ought to be considered well in advance of any award of 
a subsidy contract to give a chance in these proposed public hearings 
for everybody to have a say about it. 

Mr. Ray. I have one more question. As I glanced over some of 
the documents filed in that. proceeding, the States Marine case, there 
was no tender of proof of conflict with section 804 requirements. 
There was no tender of proof by any intervenor. I limit my question 
to your company. ‘There was no tender of proof. There was a de- 
mand for an examination of the books and records and a production 
of information by States Marine. 

Mr. Grszons. I am not familar with that. 

Can you answer it, Mr. Wierda ? 

Mr. Wrerpa. Well, if I remember correctly, Mr. Ray, it was re- 
uested by some of the intervenors that they be permitted to go into 
this question of foreign-flag affiliations and their plan of divestiture. 

Mr. Ray. The papers I saw were applications to compel States Ma- 
rine to furnish further evidence rather than a tender of evidence and 
offer to produce evidence by the intervenor, and I think that I should 
withdraw those questions as far as you are concerned because you 
said that you did not get interested in that phase at that time. 

Mr. Wierpa. No, sir. That is correct. 

Mr. Ray. [have no further questions, Mr. Chairman. 

The Cuarmman. Mr. Downing. 

Mr. Downrne. Mr. Gibbons, to explore Mr. Zelenko’s questions a 
bit further, under the terms of this bill, if some person or group of 
persons having foreign shipping interests purchased as little as 5 per- 
cent of your stock, then you would be subject to losing your operating 
subsidy ? 

Mr. Grezons. That has been our understanding of the questions. 
Mr. Zincke did not seem to think that that was the effect. 
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If this provision has put no liability on the part of the company 
then I am out of step and I will withdraw. ; 

Mr. Downrne. I would like to have that cleared up. 

If counsel can enlighten me, I would appreciate it. 

Mr. Zincxe. Mr. Downing, do you have a copy of the bill ? 

Mr. Downina. Yes. 

Mr. Zincxke. It says: 

It shall be unlawful for any contractor * * * or any holding company, sub- 
sidiary, affiliate, or associate of such contractor or such charter, or any officer, 
director, agent, or executive thereof, or person holding or having a beneficia] 
interest in 5 percent or more of the stock * * * 

It shall be unlawful for the contractor to hold foreign-flag con- 
nections and it shall be unlawful for any person holding more than § 
percent of the stock to have foreign flag affiliations. 

Mr. Downrne. The contractor is the applicant. 

Mr. Zrncxe. The contractor is the applicant or the holder of the 
subsidy. 

Mr. Downine. That still does not answer my question. 

Suppose some foreign interest purchases 5 percent of the United 
States Lines. There is nothing that the lines could do about that? 

Mr. Zrncxe. There is nothing that the law says that they have to 
do about it. It says it is unlawful for the United States Lines to 
have an interest in foreign-flag operations and it is unlawful for any 
5 percent or more stockholder to have such an interest. 

Mr. Downina. What is the penalty ? 

Mr. Zincxe. It is weovidsa in other provisions of the Merchant 
Marine Act. 

Mr. Downrne. The penalty is that the applicant would lose his 
operating subsidy ? 

Mr. Zincke. No, sir. There is no such provision anyplace. 

The contractor is not having foreign-flag affiliations. It is the per- 
son holding the stock that has them. 

Mr. Gippons. I am delighted to hear that. 

Mr. Downrne. Is that your interpretation, Mr. Gibbons? 

Mr. Grispons. I am delighted to hear that but it is news to me. 

Mr. Downtna. If that is so, it clears my question, but I did not inter- 
pret the bill that way. 

Mr. Gissons. Neither did we. 

The Crarrman. I might say that that is the intent. If it needs 
clarification, the committee would attend to that. 

Mr. Downtna. I would think it needs clarification. 

Mr. Zecenko. That is our point, Mr. Chairman. 

Mr. Downtne. I have no further questions. 

The CuarrMan. Mr. Miller. 

Mr. Miuter. Mr. Chairman, the question now comes up as to the 
penalty and Mr. Zincke says it is in another section of the act. 

I wonder if we could have in the record now that section and hear 
what this penalty is? I would be interested in that. 

Mr. Zincke. 806 (b) and (c) say: 

(b) Whenever any natural person is found guilty in any district court of the 
United States of any act or acts declared in this Act to constitute a misde 


meanor, he shall be punished by a fine of not more than $10,000, or by imprison- 
ment for not less than one year or more than five years, or both fine and impris- 
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onment. Whenever any corporation is found guilty of any act or acts declared 
in this Act to be unlawful, such corporation shall be punished by a fine of not more 
than $25,000. 

(c) In addition to the punishment prescribed in subsection (a) of this sec- 
tion, aby person or corporation convicted of a misdemeanor under the provisions 
of this Act shall be ineligible, at the discretion of the Commission, to receive any 
penefits under titles V and VI of this Act, or to receive a charter under title VII 
of this Act, for a period of five years after conviction. 

The point is, Mr. Miller, that in this case there is no violation by 
the corporation if a stockholder goes out and buys. 

The CrrairMAN. Have you finished ? 

Mr. Downtna. Let me ask him one question, Mr. Chairman. 

If the 5-percent interest is purchased by a foreign interest, the ship 
operator does not lose his subsidy under those conditions? 

Mr. Zincke. Well, of course, I cannot predict what a court would 
do, Mr. Downing, but it is my interpretation of the law that this indiv- 
idual who acquires the stock is the one who is guilty of the crime and 
it would have no effect on the company whatsoever. 

Mr. Casey. Would the gentleman yield ? 

Mr. Downinea. Yes. 

Mr. Casry. How are you going to enforce that on somebody that 
lives in Switzerland ? 

The CHairman. What did you attempt to do in the Onassis case ? 
He is a foreign citizen. It is the same application here. 

Mr. Downina. Then it is not the intent of this bill to penalize a ship 
operator ¢ 

The Cuatrman. Certainly, it is not. 

Mr. Zincke. Only to the extent where the ship operator acquires the 
foreign interest. 

Mr. ZeLEnKoO. Will the gentleman yield? 

Mr. Downrna. I yield. 

Mr. ZeLenxKo. Is there any limitation on the amount of foreign-held 
stock that an operator can continue to hold under subsidy? ior in- 
stance, if United States Lines finds that some stockholder with for- 
eign-flag interest has 7 percent of the stock, can they continue to 
have their subsidy ? 

Mr. Zrncke. I see nothing whatsoever in this law to say otherwise. 

Mr. ZeLen«Ko. Is there any restriction on the percentage of stock 
which would be foreign held which would eliminate subsidy ¢ 

Mr. Zincke. Yes, sir; 50 percent. 

Mr. Zecenko. You mean control ? 

Mr. Zincke. Not control because control can be as little as 12 or 
15 percent. If there is foreign-flag ownership of 50 percent of the 
stock then the corporation no longer qualifies as citizen and, since 
citizens are the only ones that can get subsidy, the corporation no 
longer qualifies as a citizen. 

Mr. Gippons. It does not qualify as a citizen if it does not have 
75 percent American for purposes of subsidy. 

Mr. Zincxe. In any event, whether I am right or wrong on that, 
either 50 percent in my interpretation or 25 percent in Mr. Gibbons’ 
interpretation. 

Mr. ZeLENKo. Let me pursue this question. 

A foreign-flag operator decides to buy 26 percent of the stock of 
United States Lines. They go out in the open market and in the 
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market United States Lines has no control of the purchases. They 
buy 26 percent of the stock. 

At that point they are no longer eligible for subsidy ? 

Mr. Gipsons. That is right. 

Mr. ZELENKO. Now, the Attorney General then attempts to enforce 
this violation of the law against the person who owns this stock? 

Mr. Zincxe. It would be against the company because the company 
is no longer a citizen. ; 

Mr. Zerenko. Against the person who owns the 26 percent but 
while that 26 percent is owned they are not eligible for pieidy 

Mr. Zincxe. That is right, because he is not a citizen. 

Mr. Zevtenxo. That, of course, has nothing to do with the punish- 
ment of the individual. The individual goes to jail but retains his 
stock. Is there anything in the law which would make him dispose 
of his foreign-flag stock or his United States Lines stock ? 

My point is that you might punish the person with 26 percent. You 
might send him to jail. You might fine a corporation but they would 
take the fine in order to eliminate the subsidy of the United States 
Lines. 

Mr. Zincxe. That can exist under present law. 

Mr. Ze.enko. That is my very point. I think that is something 
that we should consider. You could punish a corporation and what is 
the fine that you could fine a corporation ? 

Mr. ZincKE. $25,000. 

Mr. ZetenKo. A nominal fine. <A foreign flag corporation buys 25 

reent of their stock. They are no longer eligible for their subsidy. 

faritime says, “You are out.” The Attorney Senet goes ahead and 
fines this foreign corporation. They put these people out of business. 
Is that not a gap in the law which we should correct to protect our 
subsidy arrangements ? 

roe ZIncKE. Right now there is no law against a foreigner acquiring 
a stock. 

Mr. Zetenxo. Even if we enact this, this would not prevent the 
possibility that I am talking about? 

Mr. Zincxe. And if we do not enact it, it would not prevent the 
possibility. 

Mr. ZeLENKO. That is what I want to know. Why was the 5 per- 
cent used ? 

Mr. Zincke. It was an arbitrary figure, Mr. Zelenko. 
gee ZeELENKO. I am not against it or for it. I am trying to explore 

Mr. ZincKe. It was necessary to put some kind of figure in there 
and the essence was that an individual holding stock in an American 
company receiving benefits, if you will, from the Government in the 
form of subsidy should be limited in his connections just as the officers 
are. 

Mr. ZeLtENKO. We do not want anybody running foreign ships to 
compete with American ships. 

Mr. Zincxe. That is right. 

Mr. ZeLtenKO. On the other hand, they can just take a little more 
money and eliminate the subsidy and they would not have to compete 
under the example I gave you, which is the law. 

Mr. ZINCKE. They could do that today. 
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Mr. ZeLENKO. [ think we ought to correct that in some way. Other- 
wise I see the elimination of all subsidies by the purchase of stock 
by foreign corporations. 

Mr. ZinckeE. I will give you another alternative. I most of these 
companies a block of 15 percent of the stock is effective control. 

Mr. ZeLENKO. I am not talking of control. I am talking of elimi- 
nation of subsidy. 

Mr. ZinckeE. I am talking about elimination of subsidy, Mr. Zelenko. 
If a foreigner acquires 15 percent of the stock today and he proceeds 
to elect a board of directors and that board of directors elects not to 
have a subsidy contract, you have accomplished the same purpose. 

Mr. ZeLENKO. I will not belabor this except that he does not have to 
elect anybody a director because if he has 26 percent of the stock they 
are no longer eligible and I say that is a very vital gap in the law 
which we have to somehow consider in order to protect the subsidy. 
With all the financial operations going on in the world, that is possible. 

The CuatrMan. As we have said before, Mr. Zelenko, the President’s 
budget message asks this committee to look into the 1936 act. This is 
apart of looking into it that we have before us today. 

Mr. ZeLtENKO. I did not want. to take up too much time but I wanted 
to explore this possibility. I hope I did not give anybody any ideas. 

Mr. Mititrr. You may have given them some ideas but it would 
take a good handful of long green to acquire 15 percent of the stock 
and then it is going to be thrown down the sewer. 

The CHarrman. Mr. Mailliard. 

Mr. Marrxiarp. I have no questions. 

The Cuarrman. Mr. Casey. 

Mr. Casey. Mr. Gibbons, you state in your statement that: 

As is common with publicly held companies some of our common stock is reg- 
istered in brokers’ names or in the names of bank nominees, who, in accordance 
with established business practice will not disclose the names of their principals. 

How much of your stock is held in that manner, do you know ? 

Mr. Grepons. Something in the neighborhood of 35 percent. 

Mr. Mariirarp. You do not know who is the actual owner of that? 

Mr. Gispons. That is correct. 

Mr. Martirarp. That 35 percent could, for all you know, be held by 
foreign interests ? 

Mr. Grppons. It could. It is possible, yes. 

Mr. Mariuiarb. It could be in one ownership and split up, could it 
not ? 

Mr. Grepons. It could. There is nothing to prevent a man having 
10 brokers. 

Mr. MaruurArp. Or 10 banks. 

Mr. Gippons. That is right. 

Mr. MariurArp. That is all, Mr. Chairman. 

The CuatrmMan. Mr. Pelly. 

Mr. Petty. Mr. Gibbons, in the case of a corporation like your own 
with 8,000 stockholders, 5 percent is quite a substantial holding, is it 
not? 

Mr. Grpzons. Yes. 

Mr. Petxy. In the corporation that is closely held or a private 
corporation where there are large blocks with a few stockholders, 5 
percent does not amount to much. 

15 399—59—— 8 
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Mr. Grpsons. It does not mean a thing, no. 

Mr. Petiy. One family might hold 60 percent of the stock and the 
rest of the stockholders would just be out. 

Mr. Gissons. They are looking out the window. 

Mr. Petiy. In other words, in looking into this 5 percent figure, the 
committee should consider the types of ownership of the subsidized 
lines and think in terms of whether 5 percent is a fair value to set ag 
to whether it has any contro] value? 

Mr. Grspons. I think that is right, yes, sir. 

Mr. Petiy. That is all, Mr. Chairman. 

The Cuarman. Thank you very much, sir. 

Mr. Gizpons. Thank you, sir. 

The Cuarrman. The next witness is Mr. Luckett, vice president, 
freight traffic, American President Lines, Ltd. 


STATEMENT OF H. B. LUCKETT, VICE PRESIDENT, FREIGHT 
TRAFFIC, AMERICAN PRESIDENT LINES, LTD., ACCOMPANIED 
BY VERN COUNTRYMAN, ATTORNEY 


The Cuarrman. Ali right, Mr. Luckett. 

Mr. Lucxert. My name is H. B. Luckett, and I am vice president, 
freight traffic, of American President Lines, Ltd., San Francisco, 
Calif. 

Until a few days ago we did not contemplate appearing before this 
subcommittee on the premise that if industry views were desired our 
position likely would be presented through an industry group. How- 
ever, as the result of testimony at your previous session concerning the 
subsidy application of States Marine Corp. and its relationship to 
foreign-flag affiliations, the intervenors in that proceeding, and my 
company is one of them, were invited to make individual appearances, 
We favor the enactment of H.R. 7601. We have two principal rea- 
sons for this position: (1) We strongly believe that it is contrary 
to the basic principles of our U.S. merchant marine policy, as con- 
tained in the Merchant Marine Act, 1936, to permit widespread joint 
ownership or control of foreign-flag and U.S.-flag activities, and 
(2) we are concerned that we will be placed at a competitive disad- 
vantage if some subsidized U.S.-flag operators or their owners are 
given broad rights to engage in foreign-flag activities and we are not. 
We believe both of these problems can be substantially minimized, if 
not cured, by the public hearings provided for in this legislation. 

It has been suggested at other sessions of this subcommittee that 
there is something wrong about our being interested in this question 
on competitive grounds. We cannot agree. The combining of for- 
eign-flag and U.S.-flag operations in a single company or under com- 
mon owners can give such a unit or group competitive advantages 
over a purely U.S.-flag service. If other subsidized operators or their 
owners are permitted to engage in such hybrid activities our company 
must, to equip itself for survival in a competitive struggle, have the 
right to do likewise, even though we do not approve of such an 
arrangement from a policy standpoint. 

The foregoing, in general, represents our basic views on foreign- 
flag activities by U.S.-flag subsidized operators. Turning to the 
relationship of those views to H.R. 7601, we have for a long time 
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had on the statute books section 804 of the Merchant Marine Act of 
1936. So far as we could tell, this statute has been effective in keep- 
ing U.S.-flag subsidized operators from objectionable foreign-flag 
afiliations. Though hearings havve not usually been required under 
that provision, it apparently has been vigorously enforced. I shortly 
will give an example of the degree of that enforcement. We have in 
recent months, however, become concerned about the manner in 
which this section is being enforced in the case of one subsidy appli- 
cant, States Marine Corp. That company is an important competi- 
tor of ours in some trades, and it has substantial foreign-flag affili- 
ations and activities. Our basic position in the Federal Maritime 
Board proceeding on the subsidy application of States Marine Corp., 
docket S-57, was: (1) We objected to the unusual flexibility, both as 
to routes and as to sailing spreads, sought by States Marine, (2) so 
far as our own trades were concerned, we did not object to subsidy on 
the Atlantic/Far East service, where U.S.-flag service was inadequate, 
but. did object. to subsidizing the Pacific/Far East service where we 
thought there was already too much U.S.-flag service. The Board 
on February 18 this year decided these issues against us and has not 
yet acted upon the petitions for reconsideration filed by American 
President Lines and others in March. 

There were a number of subsidiary issues. The most important 
was whether the interveners could in that section 605(c) proceeding 
inquire into the foreign-flag connections of States Marine and into 
its plan for severance. The Chief Examiner rules that we were entitled 
to get this information, since it might relate to undue advantage or 
prejudice which is put in issue under section 605(c). States Marine, 
prior to the hearing took an interlocutory appeal to the Board which 
reversed the Chief Examiner and said on September 7, 1957 : 

Such foreign-flag operations as may be conducted by applicant are subject to 
a thorough scrutiny by the Board as one of its responsibilities antecedent to 


the award of subsidy and the making of the contract, but such determination 
is not made pursuant to section 605(c) but rather to section 804 of the act. 


» * * * * * * 

All foreign-flag investments, relationships, and operations will be scrutinized 
properly by the Board when reviewing the application in light of section 804. 

Now, we are told the time is near for subsidization of this com- 
pany. Yet it was not until the plan for compliance with section 804 
was introduced into the record of this committee, during the hearing 
on this bill on June 24, that we knew what these relations were and 
the plan for their elimination. The plan shows that we were justified 
in our concern. We are now convinced that public hearings on this 
particular matter are essential and that this should be a statutory 
requirement to assure open and frank disclosure of the facts concern- 
ing these important foreign-flag relationships both in this case and in 
the future. 

Although I am not a lawyer, I feel obliged to comment on the 
States Marine divestiture plan which the Maritime Administrator 
seemingly has approved. I deal basically with traffic and certainly 
the principal key to a successful steamship business is to obtain rev- 
enue for your ships. I see every day how, as a practical matter, this 
is ais It has little to do with voting trustees or boards of directors 
as such, 
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On the surface the States Marine plan, stripped of its window 
dressing, provides that a relatively small group of stockholders ean 
conduct unlimited foreign-flag operations in a corporation to be called 
Global Bulk Transport Corp., owned 100 percent by them. Thege 
same few people will own 85 percent of a U.S.-flag operator, States 
Marine Corp. of Delaware, which will be given a subsidy contract to 
encourage the U.S. merchant marine. Since it has apparently been 
decided that these common owners and the two corporations are not 
“affiliates” or “associates,” there is, so our lawyers tell us, nothing to 
prevent the foreign-flag corporation from going on berth in the 
United States in direct competition with any U.S.-flag subsidized 
company. 

The fact that these two companies will have different officers and 
directors and that the stock at the annual meeting will be voted (or, 
more probably, the management proxy handed in) by bank trust 
officers will not eliminate their basic relationship. When the traffic 
managers or sales staff of States Marine have an opportunity for 
business which they cannot take advantage of, will they give it toa 
U.S.-flag operator? Or will they instead refer it to their owners’ 
other company, Global, for loading on foreign-flag ships? Bank 
trust officers will not prevent that normal, human type of transaction, 

Similarly, foreign connections made by Global, which a purely 
American-flag operator cannot make, will undoubtedly enable States 
Marine, the U.S.-flag company, to gain cargo opportunities which 
U.S. operators such as my company will not get. I would also 
wonder if the earnings of States Marine might not find their way 
through the common owners toward support of the foreign-flag 
company. 

Though we now know a good deal about the States Marine-Global 
ownership arrangements, there is still more we would like to know 
about the foreign-flag agency arrangements. We understand that 
States Marine personnel who have been doing general agency work 
for foreign-flag lines are leaving to set up a separate agency, Oceanic 
Steamship Corp., to do this same work. Further, we understand 
that Mitsubishi personnel who were doing agency work for States 
Marine are leaving to set up a separate agency, Japan Marine, to 
continue this work. We should know more about this before we can 

sure we have received the protection called for by section 804. 
For example, does States Marine or its owners have any interest in 
these agencies or their profits? Who has provided the money for the 
employees to purchase the companies? Who will they do agency 
work for; for example, will the Japan office staffed with ex-Mitsu- 
bishi personnel be agent in Japan for States Marine? 

We, frankly, are ealeuiesn by this whole development. In 1954, 
APL asked to have a gentleman with long shipping experience who 
was then an officer of Marine Transport Lines, a predominantly 
U.S.-flag tanker operator, but with some minor foreign-flag con- 
nections, to serve on the board of directors of APL. Marine Transport 
Lines, through its ownership of a very small percentage of the stock 
of another corporation, indirectly owned approximately 3 percent of 
the stock of APL. The Maritime Administration held that this re- 
mote stock connection, plus the placing of this one Marine Transport 
Lines’ officer on APL’s 10-man board of directors, would make Marine 
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Transport Lines an “affiliate” or “associate” of APL under sections 
903 and 804. Furthermore, the Chief of the Office of Government 
Aid, the top staff member in the Maritime Administration for this 
urpose, stated that he could not recommend that a section 804 waiver 
Pe iven for this man to serve on APL’s board. We did not quarrel 
with that result but you cannot blame us for now being bewildered 
when approval is given for the owners of a foreign-flag shipping 
company to own 85 percent of a subsidized operator. 

We are not only concerned with the disparity of treatment that has 
evidenced itself in this matter. We are equally concerned that a 
recedent is being established that will disturb the whole of our 

.S. merchant marine policy. If the voting trust device is enough 
to satisfy the Board that foreign-flag interests are separate, we see 
no reason why every subsidized line cannot create a subsidiary, dis- 
tribute its stock to its shareholders, who would place most of the 
stock in a voting trust or trusts with independent bank trustees, and 
then plunge into extensive foreign-flag operations. 

We believe that this would undermine the foundations of the 
Merchant Marine Act, 1936, and we have a heavy interest in keeping 
those foundations firm. They would in our opinion be gravely 
weakened either by any such general license for foreign activities or 
by an announced principle that the rules are not the same for all lines. 

We are now convinced that public hearings concerning these 
matters will go far in correcting the problems I have discussed here, 
both in the case now under discussion and in the future. The final 
decision in such cases will continue to rest, as it should, with the 
Maritime Administrator or the Federal Maritime Board, but all in- 
terested parties will have had an opportunity to know what is going 
on and to protect their interests, whatever the final decision might be. 
That is all we ask. 

I prefer not to go into detail about the form of the proposed legis- 
lation as that is best left to others more qualified. Section 804, now 
and as amended by H.R. 7801, will seek to prevent subsidized opera- 
tors from having relationships with foreign-flag operations that are 
competitive with our essential U.S. trade routes. ‘There are, however, 
many foreign-flag operations competitive with services over our essen- 
tial trade routes that may not be technically on those routes. For 
example, U.S.-flag operators in the transpacific trade are very much 
concerned with the substantial volume of cargo moving through Van- 
couver, British Columbia. They are concerned also with the growing 
volume of cargo now moving through west coast of Mexico parts, 
especially Ensenada, as in large measure it involves cargo which 
heretofore moved through San Diego and the Los Angeles area, only 
a few miles to the north. 

In this latter case, cotton is the prime commodity and States 
Marine, doubtless because of its relationship to Anderson Clayton & 
Co., dominates that trade. We and other U.S.-flag transpacific 
operators are very interested in that cargo, especially to Japan where 
the volume is substantial. States Marine objected to the inclusion of 
Ensenada in the conference governing movement of cotton from U.S. 
Pacific coast ports. At the same time it established a separate agree- 
ment with the several Japanese-flag lines whereby the Japanese lines, 
in the aggregate, obtain 50 percent of the total cargo and States 
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Marine alone obtains the other 50 percent. We have called on ocea- 
sion for small lots of cotton from Ensenada, but so far the States 
Marine-Japanese flag “agreement” is a closed corporation. In this 
connection, “States Marine” means the New York corporation, being 
renamed Global Bulk Transport Corp. under the severance plan, and 
the cargo is carried principally in their foreign-flag ships, which seem 
to maintain a reasonably regular schedule of at least two sailings per 
month on the Far East berth. We would hope that it could be made 
clear in these hearings that any amendment to section 804 will cover 
such situations. 

In closing, I reiterate that our concern here is with the foreign-flag 
affiliations of subsidized U.S.-flag operators. Before the Board, we 
opposed the subsidization of States Marine because we did not believe 
it qualified or that there was actual need for the very board privileges 
sought. There were some aspects, as mentioned earlier, of the States 
Marine application and that of its subsidiary, Isthmian, which we 
did not and do not oppose. But, apart from the question of whether 
subsidy would be granted, we do have a legitimate interest in the 
foreign-flag affiliations of our subsidized competitors. If one of our 
existing subsidized competitors sought to establish such foreign-flag 
relationships based on approval of voting trusts, ete., we would have 
the same high degree of interest. 

We urge the passage of legislation calling for public hearings on 
the foreign-flag affiliations of subsidized U.S.-flag operators. Thank 
vou for this opportunity to present our views. 

The CHatrmMan. Do you have any associate with you whom you 
would like to bring up here? 

Mr. Lucxerrt. I have one of our attorneys, Mr. Countryman. 

The Cuatrman. Mr. Cowen? 

Mr. Cowen. Mr. Luckett, I note that you say : 

Now we are told the time is near for subsidization of this company. Yet it 
was not until the plan for compliance with section 804 was introduced into the 
record of this committee, during the hearing on this bill on June 24, that we knew 
what these relations were and the plan for their elimination. 

Do you feel that the States Marine plan of divestiture does not meet 
the letter of the law in that respect, sir? 

Mr. Luckett. I do believe that, based on the way section 804 has 
been applied and interpreted in the past. 

Mr. Cowen. And you cite the instance where you had difficulty 
concerning a member of your board of directors. 

Mr. Lucxerr. Asan example, yes. 

Mr. Cowen. And since 1954, the tenor of the Board has changed to 
that extent? 

Mr. Luckerr. This is the first case I know of where it has gone 
this far. 

Mr. Cowen. Your original intervention was based on the fact, of 
course, that your company along with other subsidized lines was giving 
service that was required and there was no necessity for another subsi- 
dized line in the area ? 

Mr. Luckerr. Only in part. We did not object and do not object 
to several aspects of the application by States Marine and its affiliates. 

Mr. Cowen. Well, where it is directly in an area competing with 
you ¢ 





Fa 
we 
wa 


no 
tol 


60 
th 


pl 


di 
af 











FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 115 


Mr. Lucxerr. Even in that case. From the Atlantic to the Far 
East, we do not object. In the case of Isthmian and its around the 
world service we do not object except to the degree of the service they 
want. 

The CHarrMan. Let me interrupt. In the 605(c) hearing you did 
not object to the Board finding on certain trade routes that additional 
tonnage was necessary ? 

Mr. Luckerr. That is correct, sir. 

The CuarMan. We are not trying the procedure of the Board in 
605(c). We are ascertaining whether or not. under 804 it is healthy 
that open hearings be held with respect to foreign affiliation. 

Mr. Luckerr. Yes, sir. 

The CuHarrMaNn. That is all this is. Section 605(c) is not in the 
picture. 

Mr. Luckett. I was answering Mr. Cowen’s question. 

Mr. Cowen. I was getting to this fact, sir: In your interpretation, 
did you try to bring out at that time the possibility of foreign- flag 
affiliation ? 

Mr. Luckxerr. Yes,sir. We did. 

Mr. Cowen. And the examiner who heard the intervention or heard 
you as intervenors held with you on that, that such knowledge or 
information should be brought out at that time ? 

Mr. Luckett. Yes, sir. 

Mr. CowENn. On what were you basing your allegations, Mr. Luckett, 
at that time? Did your company or you people appearing as inter- 
venors have knowledge of any foreign-flag affiliations? 

Mr. Luckerr. We did not know details. We had knowledge of 
some and we are basing it on the possibility of undue prejudice as to 
why we thought we are entitled to that information in conjunction 
with the section 605(c) hearing. 

Mr. Cowen. But did you have any concrete evidence of foreign 
affiliation to place before the examiner at that particular time? 

Mr. Luckxetr. We could have produced some, I believe, or at least 
produced some that would in our mind create questions about them. 

Mr. Cowen. Did the chief examiner request that or did he rule on 
what you had alleged ? 

Mr. Lucxerr. I would like to have our attorney answer that. 

Mr. Countryman. The chief examiner ruled that it was proper for 
us to ask for the information. States Marine took an interlocutory 
appeal from that ruling. On the appeal, we made an offer of proof 
to the Board consisting of sech information as we had been able to 
gather on our own about the foreign-flag affiliations. 

Mr. Cowen. So that in substantiating the chief examiner’s position 
which he had taken, your company offered to give positive proof of 
the allegations which you had made? 

Mr. Countryman. We did. 

Mr. Cowen. And the Board decided that under the 605 hearings 
that such was not the time to bring this fact out ? 

Mr. CountryMANn. That is correct, sir. 

Mr. Cowen. That is all, Mr. Chairman. 

The Cuarrman. Mr. Zincke? 

Mr. Zincke. I have no questions, sir. 

The Cuarrman. Mr. Drewry ? 
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Mr. Drewry. I have no questions. 

The Cuarrman. Mr. Tollefson ? 

Mr. Totterson. I have no questions. 

The Cuairman. Mr. Miller? 

Mr. Mixer. I have no questions, 

The Cuatrman. Mr. Van Pelt? 

Mr. Van Petr. I have no questions. 

The Cuatrman. Mr. Garmatz? 

Mr. Garmartz. I have no questions. 

The Cuarrman. Mr. Ray? 

Mr. Ray. [have no questions. 

The CuHarrMan. There were some questions you wanted to ask. 

Mr. Ray. I think they have been covered. 

The Cuamman. Mr. Mailliard ? 

Mr. Maruiarp. I have no questions, Mr. Chairman, but I would 
like to say that I think Mr. Luckett’s statement is very enlightening, 

The Cuarrman. Mr. Zelenko? 

Mr. ZeLENKO. I have no questions. 

The Cuarrman. Mr. Pelly? 

Mr. Petty. I have just one point, Mr. Chairman. 

You referred, Mr. Luckett, to the agreement between the Japanese 
line and the States Marine. Is there any difference, in your opinion, 
between a financial connection or an agreement which is worked out 
where there is no actual stock transaction ? 

Mr. Lucxerr. There is no difference the way it is set up now in the 
case I cited but there would be a difference if the same opportunity 
were open to other U.S. flag operators. 

Mr. Pewxiy. Could not an American flag operation make a “you 
scratch my back and I will scratch your back” arrangement with a 
foreign flag operation which would in turn result in the same net 
effect as would foreign ownership in an American flag corporation? 

Mr. Luckerr. If this is permitted to stand, we will do just that; 
yes, sir. I do not think it is right. It has not been permitted in the 
past. 

Mr. Petty. Well, in other words, such an arrangement is improper. 

Mr. Lucxert. It is not illegal, no, sir, the way it is set up now. 

Mr. Peury. Is there anything that you could suggest as far as 
H.R. 7601 which would be included which would not only concern 
itself with the ownership of foreign-flag operations but also with 
secret agreements ? 

Mr. Luckxerr. With public hearings those things could be brought 
out and the Board or Administrator would have the discretion of 
deciding whether it was an exceptional case or detrimental or pre- 
judicial to other elements of the U.S. merchant marine. We would 
stand on his findings but at least would have the opportunity of bring- 
ing out whatever we might know or think about such arrangements. 

Mr. Petty. Thank you. 

The Cuarrman. Mr. Downing. 

Mr. Downtna. I have no questions. 

The Cuarrman. Mr. Casey. 

Mr. Casry. Is American President Lines publicly owned ? 

Mr. Luckerr. It is publicly owned, in a sense I would say, but 
does not have too many stockholders. 
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Mr. Casey. About how many stockholders does it have ? 

Mr. Luckerr. ‘Two other corporations own the majority of our 
stock and both of those corporations are publicly held. 

Mr. Casrey. Two corporations own the majority of your stock ? 

Mr. Luckerr. Yes, sir. 

Mr. Casey. What kind of corporations are they? Are they ship- 
ping corporations ? 

Mr. Luckerr. One is Natomas Corp., which is listed on the New 
York Stock Exchange. 

Mr. Casey. It is publicly owned ? 

Mr. Luckerr. Yes, sir. The other is Signal Oil and Gas Co. 

Mr. Casry. It is a publicly owned corporation ? 

Mr. Luckett. Yes, it is. 

Mr. Casry. Do you have any way of knowing how much of that 
stock is owned or controlled by foreign interests ? 

Mr. Lucserr. I do not know specifically but certainly have always 
qualified under the Maritime Board’s rules for citizenship require- 
ments. 

Mr. Casey. The Maritime Board has always accepted the residence 
of the holder of the stock even though it might be a bank or broker 
in determining residency, has it not? 

Mr. Lucxerr. That is my understanding of it. It is presumptive. 

Mr. Casry. If they went step by step in determining the actual and 
beneficial owners of this stock, some aa might be disqualified from 
subsidies, might you not? 

Mr. Lucxerr. I am reasonably confident that we would not be. 

Mr. Casry. Mr. Gibbons states that 25 percent would disqualify 
you and he has 35 percent of his stock held by banks. 

Mr. Lucxerr. That is under provisions other than what we are 
talking about here. 

Mr. Casey. I am breaking it down to where we find out who actu- 
ally owns and controls the stock. Some of you might find yourselves 
out on a limb, might you not ? 

Mr. Lucxerr. It is a possibility under the citizenship requirements. 

Mr. Casey. That is all. 

The Cuarrman. When you intervened with respect to foreign flag 
operations and the Board made their decision that all foreign flag 
investments, relationships, and operations would be scrutinized prop- 
erly by the Board when reviewing the application in light of section 
804, did you ask to be heard at the time they considered section 804? 

Mr. Luckxerr. We did not know when they were. We did not 
know when it was being considered; nor did we have the opportunity 
of doing it. 

The CHatrman. But you filed your intervention in respect to 605 
2 mage 804, did you? 

r. CountrrMaNn. No, the notice for hearing scheduled only a 
hearing under sections 605(c) and 805 (a). 

The CHarrman. On section 605(c), they did not have to hear you 
with respect to foreign affiliation. 

Mr. Countryman. That is what they said. We still have pending 
our contention that they should have. 

The Cuarrman. The intervention was filed with respect to the 
general application ? 
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Mr. CountryMaNn. But limited by the notice of hearing to 605(c) 
and 805(a) issues. There was never any notice of any hearing on 
section 804 issues and there has not been yet. 

The CHatrman. Mr. Cowen. 

Mr. Cowen. Have they ever asked you for the evidentiary ma- 
terial which you offered to furnish in support of the chief examiner’s 
position ? 

Mr. CountryMan. No, they have not. 

Mr. Cowen. Yet that was what you originally offered when you 
intervened to uphold his position ? 

Mr. CounTRYMAN. Yes. 

The Cuaimman. Are there any other questions ? 

Thank you very much. 

Mr. Lucxerr., Thank you, sir. 

Mr. Countryman. Thank you. 

The CHarrMan. The next witness is Mr. Nemec. 

Mr. Nemec. Mr. Chairman, I have two associates. 

With your consent, I would like to have them appear with me. 

The Cuamman. Bring them up. 


STATEMENT OF FRANK A. NEMEC, SENIOR VICE PRESIDENT, LYKES 
BROS. STEAMSHIP CO., INC., ACCOMPANIED BY T. P. BARTLE, 
VICE PRESIDENT, AND ODFLL KOMINERS, COUNSEL 


Mr. Nemec. I am Frank A. Nemec, a senior vice president, Lykes 
Bros. Steamship Co., Inc., of New Orleans, La. Lykes operates 45 
owned and 9 chartered vessels in liner service on essential trade routes 
in the foreign commerce of the United States under an operating 
differential subsidy agreement with the Federal Maritime Board. 
Our fleet replacement program is now well underway, with nine new 
vessels under construction. The first of these is scheduled to be 
launched in September. 

We favor and strongly support the amendments to the Merchant 
Marine Act, 1936, proposed in H.R. 7601. In addition, we will pro- 
pose a number of amendments to the bill to close other loopholes in 
section 804. 

It has been generally understood that section 804 of the act expresses 
the intent of Congress that companies holding operating subsidy 
contracts should stand free and clear from foreign-flag interests and 
entanglements, with only limited types of foreign-flag shipping serv- 
ices permitted under specific waivers granted by the Federal Maritime 
Board. Generally, waivers granted by the Board have narrowly 
restricted the foreign-flag area within which the subsidized line may 
act. If there has arisen now some new interpretation of section 804 
under which it is argued that the statutory language does not. plainly 
state the clearly understood intent of Congress, we believe the statute 
should be amended promptly. 

By letter of June 25, 1959, the chairman of this committee invited 
us to express our views on the proposed legislation because we were an 
intervenor in Federal Maritime Board Docket S—57, the section 605 (ce) 
proceeding involving the application of States Marine Corp. of 
Delaware for operating-differential subsidy. It has been suggested to 
this committee that the intervenors in such proceedings participated 
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for purely competitive purposes. While the law grants competing 
lines this privilege, Lykes intervened based on principles which it felt 
were fundamental. 

In view of the prior testimony before this committee, it seems appro- 
priate for Lykes to state briefly its principal grounds for intervention, 

1. We believe the Tri-Continent type of service is inimical to and 
inconsistent with the essential trade route concept. In our opinion 
Congress held the same views in 1950 and 1953 when amendments to 
the Merchant Marine Act to authorize this type of service were pro- 
posed. . , 

2. We believed that the United States-flag service was adequate on 
the essential trade routes operated by Lykes with which this Tri- 
Continent service competes. 

3. We were apprehensive of the impact of the foreign-flag entangle- 
ments of the applicant, as frequently described in the public press 
and as reported to us from our offices throughout the world. 

At the commencement of the proceedings we urged that the reported 
foreign-flag entanglements of the applicant should be fully aired in 
public heading as one of the issues under section 605(c), for the 
Board earlier held in Docket S—50 that such issues were properly 
raised in connection with the “policy and purposes of the act.” In 
view of the earlier precedents and the denial of a public hearing in 
this case we do not believe that the proposed legislation would in 
fact change the rules in midstream. 


THE TRUST DEVICE 


The disclosures made in the June 24 hearing before this committee 
as to the planned divestiture of foreign-flag entanglements by States 
Marine confirms our early apprehensions. 

We are advised by our counsel that section 804 even as now written 
is not couched in terms of “control” but rather in terms of a person 
or corporation being the “affiliate or associate” of the subsidized opera- 
tor. He has also expressed the opinion that under the circumstances 
disclosed and especially in view of the prior associations, the con- 
tinued ownership interests and the long-standing and close business 
relationships between the various parties involved, the voting trust 
device is ineffective to prevent “affiliation” or “association” of the 
subsidized and foreign-flag operations. Our counsel has further ad- 
vised that even on the narrow and nonrelevant issue of “control,” 
existing statutory guides and cases do not demonstrate conclusively 
that there is no common control between the foreign-flag group and 
States Marine. 

Apart from technical legal doctrine, there are practical reasons why 
we think the voting trust device is inconsistent with the purposes 
and policies of the act and should be carefully examined for the 
following reasons: 

1. If the prohibition against associated and affiliated interests con- 
tained in section 804 can be avoided by the voting trust device, 
similar prohibitions in the other sections of the statute and in the 
operating differential subsidy agreement can likewise be avoided. 
Indeed, the persons and corporations involved could have the foreign- 
flag organization operate liner services in direct competition with 
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the proposed subsidized services of the applicant. The immunity 
would stem from the voting trust device and not from the type of 
foreign-flag service vewvided: 

2. Like section 804, section 803 of the act was designed to remed 
a situation which had arisen prior to 1936; it was a remedial prohi- 
bition. The Board has recently expanded by contract the statutory 
restrictions contained in section 803. It has done this by article 
II-10(c) of the subsidy agreement. In the face of this action, there 
is no apparent reason why it should restrict another remedial section 
of the statute by an unduly narrow, legalistic interpretation. 

8. From the disclosures made on June 24 before this committee, it 
appears the voting trustees will vote approximately 74 percent of the 
stock of the proposed subsidized operations. The Board apparently 
believes and assumes that this concentration of stock ownership would 
put “control” of the subsidized line in the hands of the voting 
trustees. In fact, the voting trustees could act in keeping with the 
wishes of the subsidized line’s management, which will also have a 
substantial ownership interest in the foreign-flag operation, and the 
beneficial owners of the trusteed stock. If by some remote chance the 
trustees should seek to assume control of the subsidized line, serious 
problems would be presented under section 601 of the act. 

4, If the voting trust device is permitted to become effective in 
circumventing the statute, then all other subsidy applicants can qual- 
ify by adopting similar devices. If this occurs, other subsidized lines 
for their own protection will take a long, hard look at their future 
operations and seriously consider the establishment of similar “ben- 
eficially owned but not controlled” foreign-flag corporations. Any 
such result will wreak havoc with the established merchant marine 
policy of the United States. 

We strongly urge that issues such as arise under section 804 be 
decided only after publicly held adversary hearings. In adversary 
proceedings before the Board, there is not only the public interest 
represented by the Board’s counsel, but also the spur to factual 
development and legal proof which stems from competitive conflict. 

In other sections of the law, public hearings are desirable—they 
are vital under section 804. Typically, foreign-flag operators of the 
kind being considered by this committee build ships in many foreign 
countries either directly or in partnership with others, for tax pur- 
poses these ships are generally assigned to separate corporations; 
they may be operated or chartered by other affiliated corporations or 
by outsiders. Interlocking directorates, cross-ownerships, agency 
operations for foreign lines and operating and management agree- 
ments, all may be part of this pattern. In certain cases, more than a 
hundred foreign corporations may be involved, having complex re- 
lationships Slater to the public. 

Under these possible circumstances, public hearings are not only 
essential as a condition to the award of a subsidy contract, but in 
order that a full disclosure of the facts will enable effective surveil- 
lance of waivers and possible future changes in the existing arrange 
ments. 
whe fully supports the public hearing requirements of the draft 
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The choice before this committee is reasonably clear; it can either 
approve the type of trust device which has heretofore been discussed 
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thereby letting down the bars to foreign-flag interests by subsidized 
operators, or it can amend section 804 so as to make it unmistakably 
clear that the real intent of Congress is to prevent foreign entangle- 
ments detrimental to the American merchant marine. The position 
of Lykes in this matter is simple: Lykes is deeply committed to Amer- 
jean-flag operation and has an abiding conviction that the purposes 
of the American merchant marine are best served by a complete sep- 
eration between American- and foreign-flag ownership. Accord- 
ingly, we endorse completely the purposes of H.R. 7601 and suggest 
certain amendments which we believe are necessary to close the few 
remaining loopholes. 

Mr. Chairman, in part II, I have what we believe are very important 
proposed amendments to close what otherwise would remain as de- 
ficiencies in section 804. I can either stop at the moment or proceed. 

The CHarrman. Go ahead. 

Mr. Nemec. Part II, suggested amendments to the draft bill: 

There is attached to my statement a marked-up copy of a suggested 
redraft of the legislation prepared by your staff and transmitted to 
the committee of American Steamship Lines on June 25, 1959. The 
amendments which I propose on behalf of Lykes are italicized. 

While we have selected the staff redraft as a vehicle for reflectin 
these changes, they are equally applicable to the original version o 
H.R. 7601. The staff redraft has been selected for this purpose only 
because it seems a simpler bill. 

Now as to our suggested changes: 

1. Members of the emmediate family: 

The first change suggested is that it shall be unlawful for members 
of the immediate family of any officer, director, agent, or executive 
of the corporate group to engage in foreign-flag activities. 

Our suggested language is substantially identical with section 803 
of the act which prohibits performance of certain intercompany serv- 
ices without prior approval of the Board. There is ened justifica- 
tion in barring members of the immediate family of the primary man- 
agement group of the contractor or of affiliated interests from for- 
eign-flag activities. 

ithout such a provision the purpose of the statute might be 
evaded by transferring foreign-flag interest to wives, sons, or daugh- 
ters, or mothers, and fathers. We feel certain that omission of this 
language from the bill was an oversight. 

2. The stock ownership limitation: 

The original version of H.R. 7601 contained language which would 
make it unlawful for any person holding or having a beneficial inter- 
est in 5 percent or more of the stock of a contractor to have the pro- 
hibited foreign-flag relationships. We heartily endorse the principle 
of this provision and urge that it be retained in the bill. However, in 
order to strengthen its effectiveness, we suggest three amendments to 
this provision: 

(1) We believe that the 5-percent limitation on the stock ownership 
contained in the draft bill is appropriate. However, the committee 
may wish to give consideration to raising this factor to 10 percent, 
for doing so would conform with accepted definitions of “principal 
holders of equity securities” as defined by the Securities and Ex- 
change Commission in its regulation SX. That regulation defines 
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the term “principal holders of equal security” to mean “the persons 
named in the item of such statement or report calling for holders 
of record or beneficial owners of more than 10 percent of any class 
of equity securities.” 

(2) In order to prevent avoidance of this section of the law by a 
family group, we have suggested that the coverage be extended go 
as to apply to any person or family group holding in the aggregate 
10 percent or more of the beneficial ownership. 

(3) We further suggest, and have included as a proposed amend- 
ment, other language designed to insure that the law may not be 
evaded by standby ownership or control through holding securities, 
equities, or interests other than stock of the applicant. 

This suggested change will avoid the possibility that a technical 
loophole may be used to evade the clear intent of the bill by the 
issuance of convertible debentures rather than stock, by issuance of 
warrants rather than stock, by the issuance of stock options rather 
than stock, or through a wide variety of other devices which would 
make a mockery of the law. 

We think that the language we have proposed would tend to close 
this loophole. In any case, however, we suggest that the report of 
the committee on the bill make it plain that the underlying purpose 
of this section is to prohibit any transactions which do not fully 
square with a complete and absolute divorcement from foreign-flag 
ownership and the Federal Maritime Board shall be guided by this 
underlying intent in the administration of the law. 

3. Ownership: 

In testimony before this committee on June 25, 1959, Chairman 
Morse stated that the Federal Maritime Board had defined owner- 
ship, i.e., the word “own” in the statute, as representing 51 percent 
or more. We feel this is a technical interpretation which should be 
corrected. 

Accordingly, we are suggesting a phrase be added indicating that 
the bar is against owning “any interest in” foreign-flag vessels. 
Without such language it would be entirely possible for a person 
otherwise barred by law from engaging in foreign-flag operations to 
have a substantial investment, up to 49 percent, in foreign-flag opera- 
tions without fear of penalty under the act. 

In most cases such a high percentage of ownership would represent 
effective control, and in any case it would represent a very substantial 
ownership interest in such operations. 

4. Federal Maritime Board: 

We have suggested that the Board rather than the Secretary of 
Commerce be authorized to grant any waivers under this amended 
section. Such waivers are quasi-judicial in nature. The Federal 
Maritime Board rather than the Secretary of Commerce is the better 
forum. Delegation of this authority to the Board would parallel the 
provisions of section 803 of the act. 

5. Waivers: 

We suggest that subsection (b) be further expanded so as to do 
two things: (1) require a determination by the Board that any such 
waiver must be in the interest of the American merchant marine, 
and (2) provide that any waivers shall be reported promptly to the 
Congress with an explanation of the special circumstances involved. 
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This language has been suggested in order that the Board can 

rant waivers only if a finding is made that they are in the interest 
of the American merchant marine. This would quite naturally pro- 
hibit large-scale foreign-flag operation or operations which are not 
incidental and necessary to the primary American-flag interests of 
the contractor or charterer. 

6. Prior determinations: 

We have suggested that paragraph (c) be amended so as to require 
prior determinations by the Federal Maritime Board. This require- 
ment for prior determination is consistent with provisions of the 
original bill which require findings of this nature before the award 
of the contract, so as to protect the interests of the United States. 

We appreciate the opportunity we have been given to express our 
views on H.R. 7601. In our opinion the bill merits prompt and 
favorable action by your committee and the Congress. 


PROPOSED REVISION OF H.R. 7601 


(The revision referred to follows:) 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 804 of the Merchant 
Marine Act, 1936, is amended to read as follows: 

“Sec. 804 (a). It shall be unlawful for (1) any contractor receiving an 
operating-differential subsidy under title VI or for any charterer of vessels 
under title VII of this Act, or for any holding company, subsidiry, affiliate, 
or associate of such contractor or such charterer, or (2) any officer, director, 
agent, or executive thereof, or member of the immediate family of any officer, 
director, agent, or executive of such holding company, subsidiary company, 
afiliate company, or associate company of such contractor or charterer, or (3) 
any person or family group holding or having a beneficial interest amounting 
in the aggregate to 10 percent or more of any class of equity securities, whether 
directly or indirectly or by warrants or options, other securities or other 
interests in or of the contractor, directly or indirectly to own any interest in, 
charter, act as agent or broker for, or operate any foreign-flag vessel which 
competes with any American-flag service determined by the Secretary of Com- 
merce to be essential as provided in section 211 of this Act. 

“(b) The [Secretary of Commerce] Federal Maritime Board, under special 
circumstances and for good cause shown, may in [his] their discretion waive 
the provisions of paragraph (a) as to any contractor or charterer for a specific 
period of time, provided that such waiver is in the interests of the American 
Merchant Marine, and provided further that any waivers covering ownership, 
charter, or operation of foreign-flag vessels shall be reported promptly to the 
Congress with an erplanation of the special circumstances involved and the 
action thereon. 

“(e) No contract under title VI or charter under title VII of this Act shall 
be made without a prior determination by the Federal Maritime Board that 
there will be involved no violation of paragraph (a) of this section. No such 
determination shall be made, and no waiver under paragraph (b) of this section, 
shall hereafter be granted, except following notice and, if there be objection 
from any interested person, public hearings.” 


The Cuarrman. Mr. Zincke. 

Mr. Zincke. I have no questions, sir. 

The CHatrman. Mr. Drewry. 

Mr. Drewry. Mr. Nemec, on page 7 of your statement you say you— 
further suggest, and have included as a proposed amendment other language 
designed to insure that the law may not be evaded by “standby” ownership 
or control through holding securities, equities, or interests other than stock of 
the applicant. 

Would not the term “beneficial interest” be broad enough to cover 
that ? 
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Mr. Nemec. It might but there is a likelihood that it would not, 
The beneficial interest might be so disguised that, in fact, in a re 
capitulation plan, the existing stock of a corporation might be sur. 
rendered and the holders of that stock might get securities other 
than stock such as debentures, bonds which would be convertible into 
stock at the option of the holder thereof. 

I am not certain that in the event of a question or litigation on 
that point that it would necessarily be upheld by the courts but the 
fact is that control could be exercised since at any time those con- 
vertible debentures or warrants could be converted into actual stock 
and control of the company taken over. 

Mr. Drewry. The purpose of your proposed amendment is to re- 
move any doubt as to whether beneficial interest is a broad enough 
term ? 

Mr. Nemec. Precisely. 

Mr. Drewry. You referred to 803 on the bottom of page 3 of your 
statement: 

The Board has recently expanded by contract the statutory restrictions con- 
tained in section 803. 

Could you clarify that for me and tell me in what way, to what 
extent they have expanded the requirements ? 

Mr. Nemec. Section 803 of the act prohibits the performance of 
certain specified operations to subsidize vessels by any affiliated interest 
unless a waiver is made or a waiver is granted by the Federal Maritime 
Board. Basically, the prohibited types of transactions are the ren- 
dering of stevedoring and affiliated services, tugboats, and generally 
service organizations involving operations of the subsidized ships 
themselves. The Board must find on good cause that the continuance 
of these services is in the interest of the American merchant marine 
and further that any profits or gains or any interest which attach 
to those services are remanded back to the subsidized operator. That 
is the structure of 803 in simple terms. It has been expanded b 
contract so as to cover basically agency services, many types of af- 
filiated services involving relatively anal pecuniary interest generally 
in the nature of overhead items. 

They have even construed it so as to cover the performance of le 
gal services by directors of the company or by other affiliated interests 
of the company so that in effect it fas gone from a relatively narrow 
provision which involved servicing the ship into an expanded area 
which again, in simple terms, covers almost all of your operating 
framework. 

Mr. Drewry. Do you contend that they have gone beyond the law 
in that case? 

Mr. Nemec. There is no question that they have gone beyond the 
law but it has been in effect an extension of the law by contract. 

The lines have accepted those agreements and have done what is 
necessary to conform with that extended provision of the law. 

Mr. Drewry. That does apply to everybody. It is not just ina 
few specific instances? 

Mr. Nemec. No, sir. It is a provision of the standard part IL. 
It is a standard agreement. It has application now to every sub- 
sidized line which has executed the new form of contract. 
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Mr. Drewry. Your point, as I understand it, is that if such re- 
strictive provisions are going to be applied in the case of relationships 
with other domestic activities, by the same token it would be reason- 
able and right that similar restrictions should be applied in the case 
a foreign-flag affiliations ? 

Mr. Nemec. Yes, sir. 

Mr. Drewry. Mr. Chairman, that is all the questions I have. 

The Cuarrman. Mr. Miller? 

Mr. Miter. I have no questions. 

The CuHairman. Mr. Tollefson? 

Mr. Totierson. On page 3, Mr. Nemec, of your second section, you 
have a suggestion with respect to ownership. 

Under present law, do I understand that it is possible for 49 percent 
of the stock to be held by noncitizens who have substantial holdings 
in foreign-flag ship operations? 

Mr. Nemec. The estimony of Chairman Morse with respect to the 
word “ownership” which promoted this suggestion, was that the word 
“owns” has context with respect to owning a foreign vessel so the 
amendment we have suggested is the ownership in a foreign vessel 
rather than being a 51 percent majority interest in that foreign vessel 
and hence foreign-flag operations be defined as owning any interest 
in foreign-flag vessels so that ownership within the present frame- 
work of the law as interpreted by Chairman Morse is that “owns” 
applies to vessels and as presently construed, in order to be in viola- 
tion of the law, a person, corporation, holding company, associate 
or affiliate would have to own 51 percent of a foreign-flag vessel. In 
other words, even under the law as drawn today, if the Maritime 
interpretation is correct we, any other subsidized operator, could 
own 49 percent interest in a hundred foreign-flag ships without being 
in violation of the law. 

Mr. Totierson. You suggest an amendment to the staff bill that 
anybody holding over 10 percent of a domestic or U.S.-flag ship can- 
not hold any interest in a foreign-flag ship? 

Mr. Nemec. No, sir. That is not quite what we have suggested. 
We have suggested any one of these three groups, and we have broken 
down the bill in three sections and perhaps if you turn to the bill 
it will clear it up for you. 

There are in effect three groups of people who would be disqualified 
from owning or, in general terms, participating in any of these pro- 
hibited transactions. These three groups would be, first, the con- 
tractor or any portion of that corporate family. That would include 
the contractor’s corporate associates, affiliates, holding companies or 
anv other corporate relationship. 

The second group would include what I would call members of the 
executive family. They would be the principal officers, the directors, 
et cetera. They are part of the management of the company. They, 
too, and members of their immediate families would be prohibited 
from owning or participating in any of the barred transactions. 

The third group would be stockholders who would be prohibited 
or, on the other hand, it would be unlawful for them to acquire more 
than 10 percent of a contractor and in the event they engaged in any 
of these prohibited transactions. 
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Now, even if the law be amended, any one of these three groups 
could own 49 percent of a foreign-flag line, agency, ship or anythin 
else we have suggested in order to make that more effective that 
ownership be expanded so as to clearly state the prohibition against 
owning any interest in foreign flag vessels, et cetera. 

Mr. Totterson. Thank you. 

That is all, Mr. Chairman. 

The Cuarmman. Mr. Miller. 

Mr. Miter. I have no questions. 

The CuHatrman. Mr. Van Pelt. 

Mr. Van Pext. I have no questions. 

The Cuatrman. Mr. Downing. 

Mr. Downtina. Mr. Nemec, in the event the present plans of dis- 
agreement by States Marine are approved, did you say it was your 
opinion that other lines would probably seek the same ends? 

Mr. Nemec. It is, of course, difficult to put it in that term, Mr, 
Downing. I do not know what any other line would seek but I think 
it is perfectly plain that with the competitive impact of these foreign 
flag affiliations on all other subsidized lines, they would simply have 
to take what we have said is a good long hard look at their own future, 
their own proper expense, and decide what they would have to do in 
their own best interests, and I am sure every single subsidized line 
would have to make such an appraisal and what it would do would, 
of course, depend on what it could do and what it wanted to do. 

Mr. Downtna. Thank you. 

The CHatrmMan. Mr. Ray. 

Mr. Ray. I have no questions, sir. 

I would like to compliment all the witnesses this morning. I think 
they have done an informative and constructive work. 

My questions have been answered. 

The CuHatrman. Mr. Casey. 

Mr. Casey. Mr. Nemec, your provision and disclosure of standby 
ownership, as you stated there, would require a disclosure of brokers 
and banks to disclose exactly who was the actual owner of that in- 
terest, would it not? 

Mr. Nemec. Well, Mr. Casey, perhaps I can explain it in this way. 
The standby prohibition is against what I would call a corporate 
standby ownership. For example, it would be a perfectly simply 
thing for you to be the effective controlling stockhold or effective 
controlling owner in a corporation if you had warrants which, when 
you chose, would enable you to purchase a hunderd thousand shares 
of stock. I might be the owner of record with 100 shares of stock 
being all of the outstanding shares, but immediately you wished to 
exercise your control, all you would have to do would be to convert 
your warrants into stock and your standby ownership would be 
totally effective. You could stand, if you will, in the wings until 
such time as it suited your convenience to again participate in the 
ownership of that foreign flag corporation. 

Meanwhile all of your real ownership interest would be protected, 
you would have your equities in other forms. They might be par- 
ticipating debentures or participating preferred stock. They could 
be any one of a hundred of normal corporate finance methods which 
a good corporate lawyer or finance man could devise in no time at all. 
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Mr. Casey. But would your suggested amendments compel dis- 
closure by a bank as to who was the actual owner or by a stockbroker 
holding it in name only as to who the actual owner of that stock 
was! 

Mr. Nemec. No, sir, it would not. I fully agree, however, with the 
conclusions of Mr. Zincke and Mr. Cowen that as the law is drawn 
or even as we have proposed to amend it the burden clearly falls 
upon the stockholder. 

It shall be unlawful for any person or, as we have suggested, any 
family group to own this 10 percent. 

Now, the question of disclosure can be handled in a number of 


ways. 

T think looking at it practically, my company—and we are publicly 
held company—would have the obligation to put its stockholders on 
notice of this provision of law so that anyone who participates or 
who seeks to purchase stock does so at its own risk and peril. If it 
does that you, in expanding this section and perhaps trying to make 
it more effective, may wish at some date to seek the advices of people 
competent in the field of corporate enforcement. I would suggest 
the Securities and Exchange Commission as being outstanding in 
that respect. There are many things that can be done. If a person 
buys the stock in violation of the law, he has bought it unlawfully. 
It has been suggested that the Attorney General might then intervene 
and ask that the court appoint a trustee so as to liquidate or force 
the divestiture of this stock. There are many other things that could 
be done aside from the specific penalties here and no doubt the Secu- 
rities and Exchange Commission could suggest some language which 
could be amended to other sections which would permit better enforce- 
ment of this provision. 

Mr. Cassy. Does your company have stock held by bank nominees 
and brokers ? 

Mr. Nemec. Yes, sir. 

Mr. Casey. In which they do not reveal who the actual owners 
are ? 

Mr. Nemec. That is correct. 

Mr. Casey. What percent of your stock is held that way? Do you 
know ? 

Mr. Nemec. About 4 percent. 

Mr. Caszy. About 4 percent ? 

Mr. Nemec. Yes. There are two standards. This question of 
citizenship proof has come up several times here. I think I am 
correct in saying that the existing general orders of the Federal Mari- 
time Board, the Maritime Administrator provide that you can evi- 
dence citizenship by a specific showing of proof of the citizenship of 
holders comprising 75 percent of your stock. In other words, if 
this committee were holders of 75 percent of the stock we could com- 
ply with the orders of the Maritime by proving that each member 
here is a citizen of the United States and that he is a holder of 
record. On the other hand, the prima facie type of proof requires 
that 90 percent of the stock be identified by holders of location. In 
other words, that other 15 percent is put in there as a safeguard 
for any possibility of foreigners holding through nominees, banks, 
brokers, an increased amount of stock. 
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The CHatrman. Mr. Mailliard. 

Mr. Maruirarp. I have no questions. 

roy CuHairMAn. Are there any other questions by the committee 
staff ¢ 

Mr. Cowen. I have a question, sir. 

I note in the three reasons you gave for intervening that in the third 
you are apprehensive of the impact of foreign-flag entanglements of 
the applicant as frequently described in the public press and as re- 
ported to us from your offices throughout the world. 

Did you at that time have any documentary evidence of foreign 
entanglements of the applicant ? 

Mr. Nemec. I can answer that in several ways. Some of the for- 
eign flag activities of States Marine were well known to everyone. 
They were a matter of such public knowledge that they were almost 
street gossip. Everyone just knew it who had any participation in 
American-flag shipping. For example, they had an interest in South 
African Marine Corp. which operated between the east coast of the 
United States and South Africa with foreign-flag ships. 

They also were in partnership with a variety of industrial interests 
in building foreign-flag ships abroad. Part of my function with 
Lykes is to know what goes on in the foreign shipping world and, as 
such, I will have things like the Japanese Shipping Gazette made 
available to me in which there are details of vessels being built abroad 
by American flag and by all interests and the name of States Marine 
frequently appeared in that connection. 

In addition, there were reported instances of associations with Nor- 
wegian-flag lines and with British-flag owners. 

In the German area they were building vessels in Germany for the 
carriage of bulk ore, also operating tramp carriers in many areas. 

Additionally there were American articles, such as one which ap- 
peared in Fortune at the time that John McCone was nominated for 
chairman of the Atomic Energy Commission in which it discussed 
in passing the wideflung foreign-flag activities and his partnership 
with Henry Mercer in owning foreign-flag ships. 

Additionally there were articles in Newsweek. There were many 
other news bits around of all varieties. 

In addition to these public delineations of these foreign-flag activi- 
ties of the States Marine group, we had offices all over the world, part 
of whose function is to know what is going on in the shipping world, 
what our competition is doing, the form of competition that they are 
offering and the type of services they are offering. 

Just in the normal course of events, we get letters calling attention to 
the fact that States Marine is setting up a service from, let us say, 
Germany via Suez to the Orient and that it has entered into and is 
building ships in West Germany in partnership with the Joshua 
Handy Corp. 

It is all part and parcel of the type of information available to us 
which we, as American President Lines, offered to make available to the 
Federal Maritime Board on a showing of proof. 

Mr. Cowen. In other words, it was documentary in nature and I 
believe you said that you made it available to the Board had they de- 
sired to take it up? 

Mr. Nemec. That is correct. 
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Mr. Cowen. In the next paragraph, yousay that: 


The Board had earlier held in docket S. 50 that the issue was properly raised 
in that instance. 

What was the S. 50 docket ? 

Mr. Nemec. With your leave, I will ask Mr. Komminers, our counsel, 
to respond to that. 

Mr. Komminers. Docket S. 50 was a proceeding before the Board 
involving the application of one subsidized line to act as agent for a 
carrier in the domestic trade. The statute involved is 805 but the lan- 
guage in 805 is identical with one of the tests in 605, namely, “the policy 
and purpose of the act.” 

In docket S. 50, the Board held that foreign-flag connections or the 

ossibility of some foreign-flag activities were properly an issue under 
“the policy and purpose of the act.” 

I was one of the attorneys participating in that proceeding. So when 
the issue arose under section 605(c), as to whether or not 804 was in- 
volved, I advised Lykes that in my judgment, based on this prior 
decision, it plainly was. 

Mr. Cowen. In other words, the foreign entanglement proposition 
should be heard and should come out at the outset ? 

Mr. Kommniners. That is right. 

Mr. Cowen. Rather than at a subsequent hearing after the con- 
tract was made ? 

Mr. Komminers. That is precisely so. As was earlier said, the 
chief examiner, who was the gentleman presiding in the case, agreed 
with us. It was only after an interlocutory appeal to the Board itself 
that the decision was made that the information we had requested and 
which had been ordered produced was not an issue in the proceeding 
but would be reserved for later determination by the Board. 

Mr. Cowen. As of this present time, has the Board ever requested 
from your company the evidentiary material which you have offered ? 

Mr. Kommnriners. So far as I know it has not. I do not know of 
any inquiry which may have been addressed to the company directly 
but certainly none has been addressed to the company through me. 

Mr. Nemec. I can answer that latter question oes Mr. Cowen. 

We have received no request for the submission of that information, 
to make that clear. One further thing is that it would be, I think, 
perhaps unfair to feel that we would have available to us a company 
all of the information which could possibly be disclosed by a public 
hearing in which we, as an intervenor, together with other lines, would 
have the right to request the applicant to submit information. 

We made that request at the prehearing conference. There were a 
list of questions of the examiner proposed under which this corpora- 
tion would be asked to produce on its own motion the facts and there- 
after to be able to be cross-examined or questioned on those facts 
so as to disclose them completely. 

Mr. Cowen. But as to the third part of your intervention, the 
third reason for intervening, you feel that you could substantiate any 
allegations which you might make along that line? 

Mr. Nemec. That is correct, in general terms, with the precise 
nature to be developed on examination. 

The Cuatrman. Are there any further questions? 
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The hearings will continue tomorrow at 10 o’clock with Mr. Joseph 
Ball, vice president, States Marine Corp. 

We have received letters from two or three people. I want the 
people who wrote those letters to be here so that they can read their 
own letters and let the staff ask any questions they want. I will expect 
those people who have written letters to the committee on this matter 
to be present tomorrow subject to call. 

The committee will adjourn until tomorrow morning at 10 o’clock. 


(Whereupon, at 12:05 p.m., the committee adjourned until 10 a.m., 


Wednesday, July 8, 1959.) 
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WEDNESDAY, JULY 8, 1959 


House oF REPRESENTATIVES, 
SupcoMMITTEE ON MercHant Marine 
OF THE COMMITTEE ON MERCHANT 
Marine AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to adjournment, in room 

219, oe House Office Building, Hon. Herbert C. Bonner, chairman, 
residing. 

% Picea Representatives Bonner, Zelenko, Downing, Casey, Tollef- 

son, Ray, and Mailliard. 

Present also: Representative Garmatz. 

Staff members present: John M. Drewry, chief counsel, Bernard J. 
Zincke and Robert H. Cowen, counsel, and William B. Winfield, chief 
clerk. 

The Cuamman. The committee will come to order. 

The first witness this morning on the bill, H.R. 7601, is former Sen- 
ator Joseph H. Ball, vice president of States Marine Lines, Inc. 


STATEMENT OF JOSEPH H. BALL, VICE PRESIDENT, STATES MARINE 
LINES, INC. 


ig CuarrMAN. Senator, do you care to bring anybody up with 
you 

Mr. Batu. No, thank you. 

Mr. Chairman, Members of the committee, my name is Joseph H. 
Ball. I am vice president of States Marine Lines, Inc., the applicant 
for subsidy in F.M.B. Docket S-57. I have been employed by States 
Marine Lines since September 1953 and vice president since mid-1954. 

We are grateful for this opportunity to present our views on the 
pending bill and to answer any questions you may have. We asked 
to be heard for two reasons: 

First, because the bill, H.R. 7601, affects us vitally and we wish to 
propose certain amendments; and 

Second, because these hearings appear to us to be turning into the 
sort of public hearing on States Marine’s foreign-flag connections 
prior to subsidy that H.R. 7601 contemplates, except that this hearing 
is before the legislative committee and not the Federal Maritime 
Board and only committee members and counsel can subpena evidence 
and cross-examine witnesses. In such circumstances, it seems appro- 
priate that the applicant should be heard. 
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I believe that a brief summary of States Marine’s background js 
necessary to an understanding of the issues involved here. States Ma- 
rine Corp. commenced operations in January 1931. Its goal was to 
build an outstanding American shipping company. However, in the 
depression market of that time, we had no choice but to begin with 
low-cost chartered foreign-flag ships. States Marine’s ambition to 
operate U.S.-flag vessels was not realized until 1939, when we felt 
market conditions warranted our purchase of three U.S.-flag ships, 
= bought two more in 1940. The following year came World War 


The five vessels owned by States Marine were requisitioned by our 
Government during World War II and States Marine operated 51 
vessels during the war as general agent for the War Shipping Admin- 
istration and was commended for its outstanding viel. 

After the end of World War II, States Marine Corp. and a wholly 
American-owned subsidiary, States Marine Corp. of Delaware, pur- 
chased 20 vessels under the Ship Sales Act of 1946, and, under the 
trade name States Marine Lines, Bin the development of our Amer- 
ican-flag operations in berth services on an unsubsidized basis which 
has resulted in our present large scale of operations in areas important 
to national defense and the foreign commerce of the United States, 

In June 1955, we applied to the Federal Maritime Board for operat- 
ing differential sebeiie for our services. We believe that our U.S.-flag 
berth operations make a valuable contribution to the American mer- 
chant marine and should be perpetuated. Subsidy offers the only 
possible way of replacing our present vessels as they become obsolete, 
and thus perpetuating our U.S.-flag services. As war-built vessels 
purchased in 1946 for $1 million to $1,250,000 each reach obsolescence, 
cost of replacements, even after construction subsidy, will be $6 to $7 
million or more each. This means that capital charges on new vessels 
will be $1,500 per day or more as compared to $200 to $400 per day on 
war-built ships. The operating costs of U.S.-flag vessels are $900 to 
$1,000 per day more than those of competing foreign-flag vessels. 
These costs make it impossible to build and operate new "U.S.-flag 
ships without the benefit of both construction and operating subsidies. 

There seems to be no doubt that there is a deficiency in better-type 
dry cargo vessels insofar as our national defense requirements are 
concerned. A joint Marad-Navy study dated May 1, 1959, placed that 
deficiency initially at 200 ships and stated it. would increase progres- 
sively. That study recommended subsidy for all qualified applicants, 
as the only way of assuring vessel replacements. States Marine has 
Ato beets and agreed with the Maritime Administration on a vessel 
replacement program which would require the construction of 35 new 
ships over the next 12 years, with the first contract for five 20-knot 
ships to be executed within 2 years after we sign a subsidy contract. 
The ship replacement program planned by States Marine-Isthmian 
includes a total of 59 vessels at a cost of more than $750 million. 

In March 1956, we purchased from United States Steel Corp. the 
Isthmian Line and its fleet of 24 U.S.-flag C-3-type vessels engaged 
in berth services between the United States and Persian Gulf, and 
India-Pakistan-Ceylon; a westbound round-the-world service, and a 
joint service with Matson Navigation Co. between Atlantic-gulf and 
Hawaii. Isthmian Lines, a wholly owned subsidiary of States Marine 
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Lines, applied to the Federal Maritime Board for an operating differ- 
ential subsidy for its services in December 1956. 

States Marine Lines and Isthmian Lines are presently operating 68 
owned and time-chartered U.S.-flag vessels in the various essential 
trade routes we serve. We believe this represents the largest fleet in 
berth operations under the U.S. flag. We cover the full range of 
U.S. ports on the Atlantic, Pacific, and gulf coasts. Abroad we serve 
40 countries, calling at 129 ports. 

Our services concentrate on countries in Northern Europe, the Medi- 
terranean, and Near East, the Persian Gulf, India, southeast Asia, 
and the Far East, and include a westbound round-the-world service, 
a Hawaii and Pacific coast/Europe service, and Pacific/Havana serv- 
ice, an Intercoastal service between gulf and Pacific ports, an inter- 
coastal lumber service from Pacific Northwest ports to Atlantic coast 
ports, and a joint service with Matson Navigation Co. between 
Hawaii and Atlantic and gulf ports. In some of the trades we serve, 
such as Pacific coast-Havana, Hawaii, and Pacific coast-Europe and 
the Pacific-gulf intercoastal trade, we are the only U.S.-flag opera- 
tor. All of the areas we serve are of great importance to the national 
defense and commerce of the United States. 

Since World War II we have purchased U.S.-flag vessels costing 
over $60 million from our Government and private American owners. 
The efficiency and virility of our operations can be illustrated by the 
fact that during the period from 1946 through 1958 we paid Federal 
corporate income taxes of approximately $22 million plus over $13 
million of principal and $3 million of interest to our Government on 
the vessels purchased under the Ships Sales Act of 1946, To con- 
serve our resources to meet these obligations, we have only paid 
$663,000 in dividends during this period. 

On July 25, 1958, we were designated by the Maritime Administra- 
tion and the Atomic Energy Commission to act as general operating 
agent for the first nuclear-powered merchant ship, Savannah, sched- 
uled to be launched this month, and to commence operation in 1960. 

We know we cannot make a profit from operation of the Savannah. 
In fact, to date we have spent over $400,000 of our own funds on non- 
reimbursable costs. When the general invitation was extended to the 
industry to apply for operation of the Savannah we offered our serv- 
ices because we are certain we are thoroughly qualified and we be- 
lieved it to be our obligation to offer to take on this responsibility. 
When it becomes economically feasible to build and operate nuclear- 
powered merchant vessels for commercial operations, it is our inten- 
tion to utilize this method of propulsion. 

Because there seems to be some confusion between U.S. citizenship 
and foreign-flag operations, I would like to emphasize at this point 
that both of the States Marine companies are and always have been 
owned 100 percent by U.S. citizens. All of our officers, directors, and 
stockholders, and, with a few exceptions abroad, all of our employees 
are citizens. We do not have any problem of citizenship. 

To give you some conception of the size and scope of States 
Marine’s U.S.-flag operations, I have attached to my statement two 
exhibits, A and B. Exhibit A is item M of exhibit 8 in our subsidy 
proceedings, Docket S-57 and the four tables show States Marine 
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Line’s lifting of commercial, liner commercial, and defense cargo ex- 
ports on all of the trade routes involved in our application for the 
4 base years in our case, 1952-55. Table II shows that on all of 
the trade routes involved, States Marine lifted an average of 718,000 
long tons of commercial exports per year out of a grand total of 
10,395,000 tons of liner commercial exports on all of these trade 
routes. U.S.-flag participation on all oft hese routes averaged about 
38 percent and States Marine accounted for almost 20 percent of the 
total U.S.-flag participation. In the same 4-year period, States 
Marine carried an average of 677,000 tons of defense cargo per year 
out of a total of 2,103,000 tons on all of the trade routes, or in other 
words, over 30 percent of the total. 

Exhibit B shows States Marine’s average berth sailings per year 
for the base period of 1952-55 and also for 1958, and the same 
figures for the Isthmian trades, except that the base years in Isth- 
mian’s subsidy case were 1953 through 1956. The exhibits show 
clearly the very substantial contribution States Marine makes to 
the strength of the American merchant marine. 

In my opinion, the traffic figures in exhibit A and B are the real 
reasons why our subsidized opponents are fighting subsidy for States 
Marine with every resource they can muster, which has dragged out 
our case for over 4 years. 

So far I have discussed only the U.S.-flag berth operations of 
States Marine. The services on which subsidy is asked all have been 
operated by the Delaware corporation which will be the subsidy 
contractor when a subsidy contract is executed. While the Dela- 
ware corporation was building up these U.S.-flag berth services, the 
New York corporation, in addition to its transatlantic U.S.-flag 
operations, became agent for several foreign-flag lines and made a 
number of long-term contracts with important American industrial 
companies covering the ocean transportation of essential imported 
raw materials. In order to meet foreign competition, this required 
the procurement of foreign-flag vessels. U.S.-flag vessels in this 
category are noncompetitive as no provision has been made to subsi- 
dize the operation of this type of ship. It is important for Ameri- 
can industrial companies to have contracts with American shipping 
companies for these essential requirements rather than having to 
depend on alien companies. 

In order to carry out these contracts the New York corporation 
made investments in the following companies: 

Tankore Corp., Panama, operating foreign-flag combination oil 
and ore bulk carriers on full cargo iron ore and petroleum business. 

Trans-World Carriers, Inc., Panama, which operates chartered 
foreign-flag vessels in transportation of full cargoes or iron ore and 
bauxite on a long-term charter basis; and 

Redwood Corp., Liberia, which operates a chartered Norwegian- 
flag tanker. 

The company also has investments in Global Transport, Ltd., Pan- 
ama, operating chartered foreign-flag vessels in worldwide tramp 
trades and in berth services between west coast Mexico and Central 
America and the Far East and between British Columbia, west coast 
Mexico, Central America and Europe; and Cape Ocean Transport 











Se ee a © ty ot kei 


i, ie a ae ie 





e,* et we we or ere ee Pe Ce ‘ 





FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 135 


Pty., Ltd., Union of South Africa, which owns two ships under long- 
term time-charter to Global Transport, Ltd. 

The New York company has disposed of investments it had in South 
African Marine Corp., Ltd., Union of South Africa, which operates 
a berth service between the United States and south and east Afri- 
can ports; and 

Mitsubishi Kauin Kaisha, Ltd., Japan (Mitsubishi Line), Japa- 
nese-flag berth operator between United States and Far East. 

The New York corporation was general agent in the United States 
for South African Marine, Mitsubishi and Irish Shipping, Ltd., which 
operates an Irish-flag berth service between the United States and 
Eire-United Kingdom. These agencies were terminated June 1, as 

art of our divestiture plan. 

In addition to a general chartering business the New York corpora- 
tion, renamed Global Bulk Transport Corp., continues to act as gen- 
eral agent in the United States for Tankore Co., Global Transport, 
Ltd., and for Sir William Reardon Smith & Sons, Ltd., owners of a 
fleet of British-flag tramp vessels operated on full cargo business in 
worldwide trading. 

I am sure that this committee realizes that there was nothing illegal 
or subject to criticism in an American unsubsidized shipping company 
acting as agent for foreign-flag lines, or operating chartered foreign- 
flag vessels, or investing in foreign shipping enterprises. In fact, 
we feel we should be commended for doing business that would other- 
wise have gone to foreign shipping companies in areas where U.S.- 
flag vessels could not compete without subsidy. 

We feel that operation of the foreign-flag specialized bulk carriers, 
or ships in foreign-to-foreign berth services, or in tramp services 
by American citizens is a healthy development for our economy and 
for our national defense. Since imports of essential raw materials 
are vital to our economy and our defense, it would appear to be in 
the best interests of the United States that these shipping operations 
be controlled by American citizens, and this is the only way it can 
be done under present conditions. 

As you have heard, our opponents in the section 605(c) hearing 
did their utmost to try these 804 issues in our subsidy proceeding. 
Incidentally, we did give them complete information as to all foreign- 
flag sailings operated by States Marine on the trade routes nvekiek te 
the application. He did not mention that yesterday. 

Actually, a number of our subsidized opponents have carried on 
foreign-flag activities in the past prior to subsidy. The Dollar Line 
predecessor of American President Lines, for instance, inaugurated 
APL’s currently subsidized round-the-world service in the 1930’s with 
British-flag vessels and operated them for several years. 

_The foreign-flag berth operations of International Mercantile Ma- 
rine Co., predecessor of United States Lines, occupy many pages of 
the Black committee hearings and report, and undoubtedly were one 
reason section 804 is in the act. International Merchantile Ma- 
rine Co., while receiving mail subsidy for its U.S.-flag services, oper- 
ated at least three foreign-flag berth services, two of which were 
competitive with its subsidized U.S.-flag service. 

United States Lines purchased the South Atlantic Steamship Line 
and four C-2 vessels from Strachan Shipping Co. of Savannah, Ga., 








136 FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 


and obtained operating subsidy for it in 1955. Strachan Shipping 
still acts as general agent for United States Lines’ South Atlantic 
service, even though at the same time Strachan acts as agent for a 
number of foreign-flag lines competing with essential U.S.-flag berth 
services. 

_We recite these foreign-flag beginnings of two of our large sub- 
sidized opponents simply to show that they, like us, had foreign-flag 
connections prior to subsidy under the 1956 act. 

As regards the pending bill H.R. 7601, States Marine suggests two 
amendments. 

The first would be to exempt from the provisions of the bill those 
subsidy applicants which have completed their section 605(c) hear- 
ings or alternatively, to make the bill apply equally to presently sub- 
sidized operators and new applicants alike by providing that payment 
of subsidy to any subsidized contractor which now has a section 804 
waiver shall be suspended until such contractor has had the waiver 
reinstated after the same public hearings required of new applicants, 
The latter alternative, we submit, would be treating alike those who 
now are subsidized and those who are applicants. 

The first alternative, to exempt from the bill’s provisions applicants 
who have concluded their 605(c) hearings would accomplish the same 
result so far as fair treatment is concerned. I notice from the tran- 
script that Chairman Morse of the Board estimated that the hearin 
popes by the bill would take 6 months to a year. I suggest, an 

speak from experience, that Mr. Morse was optimistic as to the time 
element. I have lived through one of those administrative hearings 
with States Marine, and it was a disillusioning experience. 

A 605(c) hearing is held to determine three issues of fact : Adequacy 
of U.S.-flag service, the existing service of the applicant, and possible 
undue prejudice to other U.S.-flag operators on the routes involved. 
That sounds simple, but it is not. I have with me a chronology of the 
‘States Marine 605(c) proceeding. It contains 90 legal items. Let 
me give you only the highlights: 

I asked our lawyers, Mr. Chairman, to bring up the exhibits that 
States Marine only put in in this case to give you an idea of what one 
of these administrative hearings can build up to. That is only the 
exhibits. The transcript of testimony would stack it up higher. 

We filed our application June 6, 1955, over 4 years ago. It was 
noticed for hearing in the Federal Register August 11, 1955. We 
participated in the first prehearing conference October 4 and 5, 1955, 
and a supplementary prehearing conference on February 17, 1956. 
States Marine and the intervenors exchanged traffic data on July 1, 
1956, and the Maritime Administration statistics were filed September 
18,1956. The 15 parties exchanged exhibits on December 3, 1956, and 
the hearing finally got underway December 11, 1956. 

The hearing concluded March 19, 1957. Opening briefs to the 
examiner were filed on May 27, 1957, and reply briefs were filed on 
September 9, 1957. The examiner’s recommended decision was served 
on April 24, 1958. Exceptions to that decision were filed with the 
Board on June 30, 1958, replies to exceptions were filed September 15, 
1958, and oral arguments before the Board were held on September 
80, 1958. The Board report, which was favorable to the applicant, 
was served February 18, 1959, We thought that had ended the legal 
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delay, but since then there have been 13 more legal motions, petitions, 
et cetera, including petitions filed on March 18 and 20 by American 
President Lines, United States Lines, Lykes Bros., and Pacific Far 
East Line asking reconsideration of the Board report. It has already 
taken us over 4 years endeavoring to obtain decisions on these three 
seemingly simple issues. 

We do not object, Mr. Chairman, to the public hearing on the 
foreign-flag issue if it could run concurrently with these other issues 
but we do not relish another administrative hearing that we know 
from experience with our opposition can be dragged out to another 2 
or 3 years. 

Apparently, the procedure was much simpler and speedier in the 
early days of the 1936 act when our principal opponents were obtain- 
ing their subsidy contracts. The Board’s files show, for example, that 
Lykes Bros., Moore-McCormack, and United States Lines, all ob- 
tained their first contracts under the 1936 act in about 4 months. The 
Dollar Line, predecessor of APL, took 11 months, PFE, PTL, and 
States Steamship, applying several years later, took from 214 to 314 
years. 

Perhaps one reason that it has required so much longer for later 
applicants to complete the proceedings and be cleared for subsidy 
than it did in those early days is because, to some degree at least, the 
Government is paying the costs which the subsidized lines incur in 
fighting new applicants. 

The CHarrMAn. Let me interrupt you a minute, 

Will the reporter make a note where you are now? I want you to 
read something back in just a few minutes. 

Go ahead, sir. 

Mr. Batu. This is true, because, unless a line is in a 100-percent 
subsidy recapture position, all of the costs involved in the time of 
company witnesses, preparation of statistics and testimony and, in 
most cases, the attorneys’ fees, are deductible before subsidy recap- 
ture. I can assure you that those costs in a case like ours are very 
substantial and run into hundreds of thousands of dollars. 

The other amendment we propose is to eliminate the recent change 
in the bill which would require a section 804 waiver if any person 
having a 5 percent or more beneficial interest in the subsidized con- 
tractor or subsidy applicant also owns, charters, operates, or acts as 
agent for any foreign-flag vessel competing with an essential U.S.-flag 
service, 

We cannot escape the conclusion that this particular provision is 
aimed specifically at States Marine, since our plan of divestiture, 
dated June 5, 1959, had been supplied to the committee before the 
amendment was submitted an this provision clearly would eliminate 
any possibility of States Marine qualifying for subsidy without a 
waiver. From my own experience, I doubt whether general legisla- 
tion aimed against an individual citizen ever works out well. In 
this case, we feel it would be grossly unfair to us after over 4 years 
of litigation and some 3 years of negotiations with the Board on these 
section 804 questions to change the rules at the last minute, particu- 
larly after we have in good faith purchased additional vessels, and 
sold foreign investments at a loss under the procedures agreed upon 
with the Federal Maritime Board under existing law. 
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From a broad viewpoint, I submit that such a requirement would 
tend to discourage rather than encourage the investment of private 
capital in U.S.-flag shipping enterprises, all of which will have to be 
on a subsidized basis within the new few years if they are to survive, 
An applicant becoming subsidized in the next year or two and almost 
immediately embarking on a costly vessel replacement program, will 
not find it possible to do more than pay a very modest dividend for 
the next 10 to 15 years, unless shipping markets improve a great 
deal in the meantime. 

Our projections of results of subsidized operations make it apparent 
to me that the lion’s share of the company’s earnings will have to be 
plowed back into new vessels for the next 12 years or more. Clearly, 
attaching a condition like the one contemplated will tend to make 
investment in the U.S.-flag shipping less attractive. 

It is entirely possible also that the provision as it now stands would 
create very perplexing legal problems for those subsidized lines which 
are public companies. Their stock is publicly traded and it would be 
quite possible for the owner, charterer, or agent of competing foreign- 
flag vessels to buy 5 percent or more of the stock of such companies, 
in which case I assume such companies would be barred from collect- 
ing subsidy until after a public hearing and the granting of a waiver. 
For instance, American President Lines runs into trouble immediately 
through its connection with Signal Oil & Gas Co., which owns 48.2 
percent of APL’s voting stock. Signal, I am informed, recently 
acquired control of Eastern States Petroleum & Chemical Corp., 
which has a 32,000-ton foreign-flag tanker under 4-year time charter. 
Personally, I do not think that has a detrimental effect on the Ameri- 
can merchant marine, but it would fall within the purview of this 
clause of H.R. 7601, as I read it. 

If these two amendments are adopted, we would have no serious 
objection to the pending bill, although we regard it as wholly unnec- 
essary and ee needless and costly burdens on applicants for 
subsidy and subsidy contractors. We know from our experience that 
the Federal Maritime Board develops the facts fully, but in a less 
costly and time-consuming fashion than proposed in this bill. The 
real need is not for more public hearings but for some method of 
shortening and simplifying those now required. 

Now to review briefly the steps States Marine has taken to meet the 
requirements of the Board in divesting ourselves of foreign connec- 
tions. Our attorneys began discussions with the Board’s legal counsel 
early in 1956, since we were anxious to know where we stood before 
spending the money and effort involved in completing our subsidy 
proceedings and acquiring the additional vessels required. 

The basic plan was submitted to the Federal Maritime Board in 
October 1956 and was discussed at several conferences. Under date of 
August 14, 1957, the Board notified us that it had approved our dives- 
titure plan providing we met seven conditions. You have copies of 
that Itter. Weagreed tothe conditions. 

Subsequently, the termination of one of the 1939 Mercer trusts by 
its own terms changed the situation and required some additional 
plannine. Wethen went further than the original plan and suggested 
several changes in late April of this year. Further discussions with 
the Maritime legal stall resulted in the final agreement dated June 5, 
1959, which you have before you. 
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We already have completed almost all of the steps to give effect to 
the divestiture plan and the legal documents for the remaining steps 
are all either finalized or in draft form. To recapitulate, the New 
York corporation has sold all of its stock in South African Marine 
Corp., Ltd., to interests in the Union of South Africa, suffering sub- 
stantial loss on its investment. On June 1, the agency for this com- 
pany was terminated and South African Marine Corp. established 
its own office in New York to handle its activities in this country. 
The stock interest in Mitsubishi Line has been sold in Japan and 
the agencies for Mitsubishi Line and Irish Shipping, Ltd., were ter- 
minated on June 1. 

States Marine Corp. (New York) changed its name on June 1 to 
Global Bulk Transport Corp. and moved into offices separate from 
those of States Marine Corp. of Delaware, which on June 15 changed 
its name to States Marine Line, Inc. All of the legal documents to 
effectuate the various trust provisions have been prepared and are 
ready for execution. 

I have described the foreign-flag shipping activities and those 
which have been eliminated in accordance with the divestiture plan. 
The foreign-flag investments and activities remaining in Global Bulk 
Transport Corp. consist entirely of full cargo business, or foreign- 
to-foreign berth operations and charter brokerage business. None 
of these shipping operations of Global Bulk Transport Corp., even 
if performed with U.S.-flag ships, would be eligible for operating 
subsidy under the 1936 act, since all of them are full cargo or foreign- 
to-foreign operations, and only berth operations serving the United 
States can be subsidized under the act. 

We do not believe that these operations and investments, even if 
in a subsidized company, would violate either the letter or the intent 
of section 804. The Federal Maritime Board takes the position that 
in the broadest meaning of the term, all ships compete for all cargo, 
which is why the Board insisted on a complete separation of the two 
States Marine companies. 

We have agreed to the separation, despite the fact that as a prac- 
tical matter of steamship operation, no berth vessel can compete with 
a specialized bulk carrier of 15,000 to 35,000 tons deadweight capacit 
for cargoes of bulk iron ore, bauxite or petroleum. The rates at whic 
these commodities move under long-term contracts are so low that 
berth ships are noncompetitive pricewise. 

The only possible question of competition with a berth service is 
on the occasional bulk parcels of coal or phosphate rock which are 
loaded at U.S. Atlantic or gulf ports by Global vessels which then 
go on a foreign-to-foreign berth service, Mexico and Central America 
to Far East. However, these bulk parcels are available in such large 
quantities at market rates that any vessel which wants a parcel can 
book one and the competitive impact is insignificant in practical terms. 

In our view, the operations of Global Bulk Transport Corp. are far 
more in keeping with the spirit and intent of section 804 than are the 
pooling arrangements for which some of the currently subsidized lines 
have been granted waivers. 

The Lykes-Harrison Line pooling agreement, for instance, plage 
for a 50-50 split of freight revenue and practically makes Lykes a 
perner in a joint services with the Harrison Line, its principal 

ritish-flag competitor. 
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_ The Lykes-Garcia-Cubamar pooling agreement freezes Lykes’ par- 
ticipation in the Havana trade at 53 percent. Gulf and South Amer- 
ican Steamship Co., owned 50-50 by Lykes and Grace Lines, has a 
pooling agreement with Chilean Lines guaranteeing the foreign-flag 
partner 385 percent of the trade in most commodities if it makes re- 
quired minimum sailings. Grace itself is party to another pooling 
agreement with the Chilean Line in another trade. 

Grace Line also acts as agent on the Pacific for the Johnson Line 
our toughest foreign-flag competitor in the Pacific-Europe trade. 

The Board has granted waivers in all these cases. Nonetheless, I 
submit that a pooling agreement which virtually makes a partner of 
the foreign-flag berth lines which an operator receives subsidy to 
compete against violates the spirit and intent of section 804 far more 
than do the operations of Global Bulk Transport Corp. 

The Cuarman. Let me interrupt there, sir. 

Were these instances of pooling arrangements which you cite on 
page 15 after public hearings ? 

Mr. Bau. I think one or two of them were. 

The Cuamman. I am not talking about one or two. I am asking 
were the waivers after public hearings ? 

Mr. Batu. I think the Lykes-Harrison pool was after public hear- 
ings. Iam not sure of the others. 

The Cuarrman. We will come back to that. 

You agree in one of them the waiver was granted after public 
hearing ? 

Mr. Batu. As I recall, the Lykes-Harrison pool was after public 
hearing. 

awe CuHarrmMan. Then we will ask the Maritime Board representa- 
tives ? 

Mr. Batu. They would be the best witness on that. 

The CHarrMan. Yes. 

Mr. Bary. Even though we feel that the competition offered to 
essential U.S.-flag services by Global Bulk Transport Corp.’s opera- 
tions is insignificant, we offered to place the neck of States Marine 
Lines held by persons who are also stockholders of Global Bulk Trans- 

ort Corp. in voting trusts acceptable to the Maritime Administration. 

{aritime did want the voting trusts and we agreed upon terms which 
oe the FMB control over the appointment of trustees and over the 

irectors such voting trustees elect. In effect, the management of 
States Marine Lines must at all times be satisfactory to Maritime. As 
I see it, the plan approved makes the divorce of States Marine Lines, 
Inc., and Global Bulk Transport Corp. complete, both legally and in 
eae and intent. The only further step that could be taken would 

to compel a sale of either States Marine Lines or Global stock by 
the stockholders, as the 5 percent provision in H.R. 7601 would do, 
barring a waiver. For various reasons such a forced sale at this time 
is impractical. 

States Marine and Isthmian, if subsidized, will operate 59 U.S.-flag 
ships and will contract to build replacements for those ships over the 
next 12 years. Their berth services link the United States to areas 
vital both to our national defense and our commerce. The overall 
purpose and policy of the 1936 act is to assure an American merchant 
marine adequate for our defense and commerce. You have ample 
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evidence that the already subsidized lines do not and cannot achieve 
that goal. 

This bill, if enacted in its present form could eliminate those 59 
ships from the future American merchant marine and lessen tre- 
mendously the U.S.-flag service now offered to shippers. It would 
do this on the erroneous theory that a small part is more important 
than the whole, on the assumption that some vague, unproven, possible 
but improbable violation by States Marine of one section of the 
act, 804, and that not as it has stood for 23 years but as it would be 
rewritten by this bill, is more important than the overall purpose 
and policy and all the other provisions of the 1936 act. That does 
not make sense to me, and I trust it will not make sense to you gentle- 
men, who bear a major responsibility for the strength and future 
growth of the American merchant marine. 

Mr. Chairman, that concludes my prepared statement which we put 
together rather hurriedly. 

I listened very carefully to the testimony yesterday and I have 
thought over it a lot and my thinking has brought the issues involved 
here, I think, into better focus for me. 

With your permission, I would like to take about 5 minutes to give 
you my thinking and conclusions on what we heard yesterday. 

The Cuatrman. Before we go into that, turn back to page 10. On 
page 10, you go to the end of the first paragraph where you say: 

We do not object. 


Will the reporter read that ? 

The Reporter (reading) : 

We do not object, Mr. Chairman, to the public hearing on the foreign-flag 
issue if it could run concurrently with these other issues * * *, 

The CuarrmMan. You mean with 605(c)? That is what you said? 

Mr. Batu. That is what I mean to say. 

The Cuatrman. I ask you if one of the intervenors in 1955 did 
not make that request of the Maritime Board. 

Mr. Bauu. They did, three of them, I think. 

The Cuairman. They made that request of the Maritime Board? 

Mr. Batu. That is right. 

The Cuarrman. Then in 1956 did you not make an appeal from 
that request and the examiner’s recommendation ? 

Mr. Batu. We did. Surely. 

The CuairmMan. So that what is the difference between your state- 
ment now and the position you took then ? 

Mr. Batu. We had applied for subsidy. 

The Cuarrman. Then, Senator, this would have long been over 
with and we would have had the public hearing. 

Mr. Batt. Mr. Chairman, we applied for subsidy under the law 
as it was then drafted. By the time this motion was made, we were 
well aware of the fact that the attorneys for our opponents were 
using every possible legal device to string out our hearing. 

The Cuarrman. I am not concerned. 

Mr. Batu. Maybe you are not but we were. 

The Cuarrman. I am not concerned with who was the applicant for 
subsidized operation, whether it is you or somebody else. I am con- 
cerned with this mater of public hearing, bringing out all the facts. 

45399—59 10 
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So that, your statement at the present does not jibe with what actually 
happened in 1955. 

Mr. Batx. ITamsorry. I think it does. 

The Cuarirman. I donot understand. 

Mr. Batu. We were operating in 1955 under the law as it was then 
and we regarded this as simply another move by our opposition to 
string out these hearings interminably. 

We were perfectly justified. 

The Cuarman. If 605 and 804 had been held concurrently at that 
time this would have all been over with. 

Mr. Batu. There was no provision in the law for holding them con- 
currently then. 

The Cuarrman. There are conflicting statements here. 

Mr. Morse says that in 605 he did receive what is necessary in 804, 
The record, I think, will bear that out. 

Mr. Bau. I cannot speak for Mr. Morse but they did get, as I said, 
all of the foreign flag operations of States Marine. 

We offered voluntarily to furnish them that. 

The Cuarrman. I am not going to belabor that. 

Mr. Bau. On the trade routes involved. 

The Cuatrman. I just want you to know that I am taking notice of 
your statement now and what actually happened in 1955 and 1956 and 
if that had been pursued this would not have come to pass. 

Mr. Batu. Maybe there have been something else. 

The CuarrmMan. You have a right to make your observations if you 
choose. 

Mr. Batu. That is right. 

Mr. Chairman, in listening to the testimony yesterday, it seemed to 
me that much of it was based on the assumption that any foreign flag 
operations by U.S. citizens are evil per se and hurt the American 
merchant marine. 

I do not think that is true and I do not think anybody could de- 
monstrate that it is true because how can foreign flag bulk ore and 
oil operations or foreign flag, foreign to foreign berth operations 
owned by U.S. citizens possibly hurt the American merchant marine! 
No U.S.-flag berth operator subsidized or unsubsidized can compete 
on foreign to foreign business and very few of them are going to be 
left in the tramp business and the full cargo business. 

Furthermore, I do not believe it was contemplated when the Con- 
gress, in 1936, drafted section 804, because that section ties in section 
211, essential services as defined in 211 and the essential services de- 
fined there and found by the Board are all U.S.-flag berth liner serv- 
ices. They are not bulk operations. They are not tramp operations. 

Yet, the Congress then knew that there were actually in 1936 no 
U.S.-flag tramps on the seas. 

There were no U.S.-flag bulk carriers or tankers operating in foreign 
trade. They could not be operated under those costs so that I think 
Congress, in 1936, had in mind the fact that U.S. citizens might very 
well own interest in that kind of foreign flag shipping operations. 

The second thing that occurred to me as I listened to that testimony 
and thought it over was just what actual abuses is this bill designed 
to correct, to cure? There is no evidence before this committee that 
the 14 presently subsidized lines have abused the section 804 waivers. 


Se 


- S6 as Oe’ ws = 


fm 5 ot 





— eS a 





FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 143 


I believe that all of the current nonsubsidized U.S.-flag operators have 
applied for subsidy. ; 

So far as I know, and I think I know the picture fairly well, this 
bill would only affect States Marine and possibly Isbrandtsen. I do 
not know their picture. There has been a charge here that Global 
Transport Corp., under the legal theory on which the Board is act- 
ing, could set up foreign-flag berth operations is competition with 
essential U.S.-flag subsidized services. That sounds rather peculiar 
when you take into consideration the fact that Global has disposed 
of the only foreign-flag berth operations with which it had any con- 
nection, South African Marine, Mitsubishi, and Irish Shipping. 

Furthermore, I think the Board’s decision and the Board’s in- 
terpretation is based on our submission to them and the description 
I have given you in my statement of what Global Bulk Transport 
Corp.’s foreign-flag operations will be. 

States Marine has not built.its._present.shipping enterprises by try- 
ing to fool them, I think they have a very good reputation for in- 
tegrity. 

Siete not trying to fool the Government and when we say this is 
all Global Bulk Transport will do, we mean it. 

Furthermore, the Board has more complete control over the sub- 
sidized company which will be subsidized if we ever get it than it has 
over any other subsidized line. 

It can name our directors. It can change the management of 
States Marine Lines, Inc., any time it wants to. 

The only situation that parallels it is when they took over APL 
when it was going bankrupt before World War II. 

Another charge that was made by a couple of the witnesses here was 
that somehow the earnings and subsidy payments to the Delaware 
corporation, States Marine Lines, Inc., could be diverted into the 
Global Bulk Transport Corp., the other company. 

In the first place, there are no places where the traffic operations 
of the two impinge on each other. There is no place for diversion, no 
opportunity for it, and they are completely separate corporations. 

Our accounts and Global’s accounts are audited by certified public 
accountants who are pretty careful about switching funds around. 
Our accounts and States Marine Lines will also be audited by Mari- 
time and, while the witnesses yesterday seemed to have little faith 
that Maritime can catch any shenanigans, my experience with them 
is that they dig into these things very thoroughly and carefully. 

Finally, I think even our opponents will admit that the manage- 
ment of States Marine consists of fairly astute steamship operators. 
Those men have spent 20 years building up these U.S.-flag berth op- 
erations. When we sign a subsidy contract, we are going to obligate 
ourselves to spend over $200 million on new ship construction and to 
even think that that kind of management would deliberately sabotage 
that investment and that operation just does not make good sense, and, 
as I said before, the Federal Maritime Board always will have more 
complete control of States Marine Lines than it will have of any other 
subsidized contractor. 

Another statement that was made, I believe, by Mr. Luckett, was 
that any subsidized line under this legal theory could set up a sub- 
sidiary to engage in foreign-flag operation, that all it would have to 
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do would be to put the stock of that subsidiary in voting trusts. In 
the first place, as I read the contract, most of it is what we call in the 
newspaper business boilerplate, everybody gets it. No subsidized 
contractor can engage in any new shipping operation without the 
prior approval of Maritime. 

I know that APL had to get their approval even to buy control of 
another subsidized line, AML, and I do not think Maritime would 
approve their building up a foreign-flag berth shipping operation as 
a subsidiary. 

In the second place, I think they misread the June 5 letter because 
it is not the stock of Global Transport Corp. that is being put into the 
voting trusts over which Maritime exercises control; it is the stock 
of States Marine Lines, Inc., in other words, the subsidy contractor, 
which is being put into the voting trusts and which will be under 
the very close control of the Federal Maritime Board. 

Finally, I think the testimony demonstrated the pitfalls and dan- 
gers inherent in trying to control the stockholders in this kind of a 
situation whether it is 803, 804, or 806, and I think perhaps that may 
be the reason that Congress in 1936 left them out of that long list of 
people involved. 

I think Mr. Gibbons’ fear which he expressed is very well justified. 
I think any statute that tried to make it a crime for an individual to 
buy 5 percent of the stock of a publicly traded company would be 
clearly unconstitutional. You cannot do that. The penalty has to 
be on the contractor. 

Mr. Nemec suggested an amendment to cure the 51 percent, meaning 
ownership of the foreign-flag operation, to say that any interest, di- 
rect or indirect, in a foreign-flag shipping enterprise if the same 
stockholder owned 10 percent or his family group owned 10 percent 
of the subsidized contractor it would automatically disqualify that 
contractor or applicant. 

I think Mr. Nemec should give that a little serious thought because 
so far as I know most of the major oil companies and steel companies 
in this country have foreign-flag shipping affiliates and I would be 
very much surprised if some of the Lykes family do not own some 
stock in some of those major oil and steel companies. 

This is dynamite. When Congress in 1936 wrote section 803 into 
the act, they had before them a great deal of testimony about how the 
Dollar Line has siphoned off subsidy into these stevedoring and tow- 
boat affiliates, and so on, the agency companies. When they wrote 
804 into the act they had before them the record of International 
Mercantile Marine, which used this same group of solicitors, the 
same traffic organization to run a U.S.-flag subsidized berth operation 
and a foreign-flag berth operation side by side. Obviously there is 
a chance for abuse and manipulation under that situation. 

Here you are tinkering with an act. You have no record of any 
specific abuse and you are going to rewrite this law on a hypothesis 
that if such and such had occurred, if Martime did not do its job 
properly, if somebody did this and that and the other thing, possibly 
there might be some abuse. 

I do not really think that is a very wise way to legislate. 

Thank you very much, Mr. Chairman. 

The Cuarrman. Mr. Zincke. 
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Mr. Zincxe. I have no questions. 

The Cuarrman. Mr. Cowen. 

Mr. Cowen. Mr. Ball, on page 12, following up what the chairman 
was asking you relative to the concurrent operation of 605 and 804, 
you state there in the third paragraph: 

We know from our experience that the Federal Maritime Board develops the 
facts fully but in a less costly and time consuming fashion than proposed in this 
pill. The real need is not for more public hearings but for some method of 
shortening and simplifying those now required. 

Would it not be shortened and simplified a great deal if the facets 
comprised in both sections were brought together and heard at one 
time? 

Mr. Batt. I think it would, if you want a public hearing on the 
804 question. I am not sure even that a public hearing there is very 
appropriate because, taking our situation, we had the foreign-flag in- 
vestments. We knew something would have to be done. We made a 
proposal to Maritime. We discussed it with them. They said, “Well, 
this or that or the other thing is not acceptable. We do not think it 
really qualifies, so you come back with additional proposals.” 

Arriving at the solution in our case was a case of negotiation and 
trying to meet every requirement, every objection they made. 

I do not know quite how you can work out that kind of a process 
in a public hearing. 

Mr. Cowen. Well, as the chairman said, had those two facets been 
looked at at one and the same instance back in 1959 and 1956, this 
matter would have been cleared up long before now. 

Mr. Batu. It would have been, that is right. It might have taken 


us another 4 or 5 months. I have learned by experience how many 
different legal motions, petitions, and so on, can be used to string 


these things out. 

Mr. Cowen. But the intervenors did bring up the fact and as such 
the Board did not at that time care to hear that phase of it? 

Mr. Batu. Yes, that is a matter of record. That is correct. 

Mr. Cowen. On page 14, the last sentence in the first complete para- 
graph you say: “The Federal Maritime Board takes the position that 
in the broadest meaning of the term all ships compete for all cargo 
which is why the Board insisted on complete separation of the two 
States Marine companies.” 

Following that theory, there is nothing that would prohibit Global 

usiness competing with any 
subsidized line paralleling any runs that they might cover, any trade 
routes at any time, is there? 

Mr. Bau. Nothing except our commitment to Maritime, which I 
think was in the background of this ruling. 

Mr. Cowen. Yes, sir. I understand that, sir. 

Mr. Batu. Plus the fact that through the voting trusts and the 
requirement in those trusts that the trustees must vote for directors 
of lines acceptable to the Federal Maritime Board plus all the other 
provisions of the contract which give the Board and the Administra- 
tion very, very strong control over the subsidized operation. 

Mr. Cowen. That is correct. 

Mr. Batu. I think they have some pretty powerful leverage, even 
if we wanted to be dishonest which we do not, to see that we do not 
do anything like that. 
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Mr. Cowen. I am not imputing that but the contract is with States 
Marine and not with Global Transport in any shape, form, or fashion. 

Mr. Batu. That is right. 

Mr. Cowen. Is it not the practice of corporate trustees to obtain 
the consent of the beneficiaries of the trust before making policy 
decisions ? 

Mr. Batt. I think in this case they are bound by the provisions 
of the voting trust agreement which Maritime insisted upon and they 
also insist that the Coneholaxiias the beneficial owners of the stock, 
or the beneficiaries of the trust ownership in the case of the Mercer 
family trust, must give their consent to the provision which says that 
they will at all times vote for directors satisfactory to Maritime. 

Mr. Cowen. That, of course, is on this subsidized line which is 
the one that has the contract ? 

Mr. Batu. That is correct. 

Mr. Cowen. You cite on page 8, the foreign affiliations of lines 
who, prior to this time, have been granted subsidy. 

In each instance, did those lines in fact divest themselves of all 
foreign interests prior to any subsidy being granted ? 

Mr. Batu. No, they had these while they had the ocean mail sub- 
sidies. They divested themselves of these before they got subsidized 
under the 1936 act. 

Mr. Cowen. You say before they came under the 1936 act as it is now 
drawn there was a clear divestment of any foreign alliance or for- 
eign operations. 

Mr. Batu. That is right. 

Mr. Cowen. On page 5, in the bottom paragraph, you noted that in 
your opinion— 
the traffic figures in exhibit A and B are the real reasons why our subsidized 
opponents are fighting subsidy for States Marine— 
and so forth. 

Do you base that on the fact that at the present time States Marine 
is requesying approximately 1214 percent of the allocated subsidized 
sailings? 

Mr. Batt. No, I base it on my own knowledge. I know that States 
Marine is a tough, hard-hitting outfit. They have what I think is 
one of the best traffic organizations in the business. They fight 
hard for cargo and they get a lot of it and I do not think our op- 
ponents like the idea of having that kind of an organization per- 
petuated by subsidy. 

Mr. Cowen. Well, are you not in fact requesting possibly a major 
share of the subsidized sailings ? 

Mr. Bax. I think it is and actually it is our existing service by 
and large. 

Mr. Cowen. But they are fighting on the ground, other than foreign 
entanglements, in your opinion, that you are coming in and asking 
for a lion’s share of the subsidy steeds 

Mr. Batu. I would suggest that you see what percentage of the 2,400 
voyages, or 2,000, or whatever figure you want to use, United States 
Lines has and what percentage APL, American Mail Line, its sub- 
sidiary, and PFE have, which it owns about 39 percent, and I doubt 
if we would have the largest percentage by any means. 

Mr. Cowen. That isall, Mr. Chairman. 
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The CuarrMAn. Mr. Drewry. 

Mr. Drewry. Senator Ball, I have two or three things I would like 
to bring up. 

In your first page, you say that— 
hearings appear to be turning into the sort of public hearing * * * that H.R. 
7601 contemplates * * * 


I am inclined to take some issue with that but you are entitled to your 

opinion. 

itteshoet your statement, you have laid a great deal of stress on 
the operations of States Marine as it has developed since 1931 from 
relatively small beginnings with chartered foreign-flag ships on up to 
the time now where you have very, very extensive worldwide opera- 
tions in berth services, tramp services, and bulk services, ore, using 
American-flag ships and foreign ships both owned and chartered. 

You mention on page 3 that you serve 40 countries, call at 129 ports, 
and concentrate on a list of areas that seems to me to include practically 
the whole world. 

In the light of that, I would like to make the observation that it 
seems to me that States Marine is an excellent example to use to con- 
sider whether or not legislation such as this is needed. 

Do you know of any case that has ever involved as much of a complex 
of proposed trade route and sailings, types of services? 

Mr. Baty. Not in recent years, no. Perhaps the old International 
Mercantile Marine Corp., the predecessor of United States Lines and 
all its multitude of subsidiaries and affiliates and agencies might have 
been, although, to my knowledge, they were not involved in these long 
term contracts for ore and bauxite transportation. 

Mr. Drewry. As a matter of fact, that complex was broken up after 
the Black investigation ? 

Mr. Bauu. That is right, but that was a complex of berth operations. 
Global Bulk Transport no longer has any berth operations, U.S. 
berth operations. 

Mr. Drewry. But you have not yet made it clear to me that it would 
not be able to set up berth operations. You did mention previously 
something about a commitment with Maritime in connection with 
Global’s operations. I saw no reference to that commitment in the 
list of seven points that were in the letter. 

Mr. Batu. It was in other correspondence with Maritime. 

Mr. Drewry. What is the nature of that commitment ? 

Mr. Batu. The commitment is that we describe the operations which 
would be left in Global Bulk Transport and committed ourselves, or, 
rather, Global Bulk Transport committed itself not to go beyond those 
operations. 

Mr. Drewry. It said, “We will not” or “We do not intend to.” ? 

Mr. Batu. No, I think it is a flat commitment. In fact, I know it is 
the intention of manageinent not to-do it. 

Mr. Drewry. Is that commitment available? 

Mr. Batu. It is available from Maritime, I think, in the form of 
the memorandum we gave them describing what was left in Global 
which is essentially what I have described in my statement. 

Mr. Drewry. I think it might be interesting to see that because it 
seems to me that would be a rather important point as was brought out 
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in the testimony yesterday which has seemed to me at least to be one 
of the weaknesses of the divestiture program. 

Mr. Batu. Is it not, Mr. Drewry, pretty much a hypothetical weak- 
ness? It does not make sense to me that Global Bulk would sell at a 
loss its investment in South African Marine, would terminate its 
agency arrangement with Mitsubishi and I think they had 1 percent 
of the stock and they sold that—and terminate the Irish Shipping 
agency which were all the foreign-flag berth operations touching the 
United States which they have and then go out and start up another 
one which presumably would compete with the subsidized line. We 
do not do businessthat way. It would be stupid. 

Mr. Drewry. Well, under the 1928 act when the IMM complex was 
operating, I fee] that the Maritime agency at that time felt that the 
Government’s interest was adequately protected but there were certain 
things that developed in the course of time. 

On page 6, you mention certain long-term contracts that the New 
York corporation had with American industrial companies. As a 
matter of interest, who are they ? 

Mr. Batu. Republic Steel Corp. moving ore from Liberia and from 
Seven Islands in Quebec. I am not sure of a complete list but these 
are the principal ones. 

Then through Trans-World, which is not operated by us, that is 
only an investment. Trans-World I believe has contracts with 
United States Steel out of Venezuela; Utah Construction, I believe, 
moving ore out of Chile, and with Kaiser Aluminum, bauxite from 
Jamaica. 

Mr. Drewry. Are there any stevedoring or terminals or ware- 
housing operations involved in any of the New York corporation’s 
affiliations ? 

Mr. Batu. No, no. States Marine Lines, or Isthmian has a lease 
on the port authority terminal in New York and we do have prefer- 
ential berthing arrangements or leases at a number of terminals like 
New Orleans, San Francisco, and so on, but there is only one place, 
Galveston and Houston, Tex., where we do our own stevedoring but 
that is U.S. Lines, that is not Global. 

Mr. Drewry. In the sale by States Marine of Mitsubishi, that was 
an outright sale of stock there? 

Mr. Batu. Correct. 

Mr. Drewry. You mention that Strachan Shipping is still acting 
as a general agent for the United States Lines. What do you mean by 
“general agent” in that case? 

Mr. Bau. They are agent in the South Atlantic service of United 
States Lines, so advertised in the Journal of Commerce. That is 
where I got it. 

Mr. Drewry. You used the term “general.” 

Mr. Batu. I should have used the term “berth.” 

Mr. Drewry. Is it not a fact that United States Lines has its own 
South Atlantic office for the South Atlantic Range? 

Mr. Batu. They have but the little shipping card in the Journal of 
Commerce says Strachan Shipping is agent. It is probably only a 
berth agency setup rather than general. 

Mr. Drewry. That is rather common, is it not ? 

Mr. Batu. Not so much in U.S. ports. It is common abroad, of 
course. 
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Mr. Drewry. Most American lines abroad have some berth agen- 
cies somewhere ? 

Mr. Bauu. They may at some of the outports in the United States. 
Usually when you have a berth service, you do as we do when we have 
our own offices in New York, Philadelphia, Baltimore, and Norfolk, 
and we do use Norton, Lilly & Co. at Boston. We have our own offices 
in Galveston, Houston, New Orleans, Brownsville, Tampa, and Mobile, 
and in the gulf and at Long Beach, San Diego, San Francisco, Port- 
land, and Seattle. At the outports you do use agents. 

Mr. Drewry. There is a big difference between the berth agent and 
general agent, is there not? 

Mr. Bau. I think a berth agent’s authority is more circumscribed, 
correct. 

Mr. Drewry. Are you suggesting that Strachan is improperly 
allied with United States Lines ? 

Mr. Bau. No, I think it is probably the most efficient way to set 
it up. They had run the service as a mixed American and I 
flag service for many years before they sold the service and the four 
C-2’s, as I understand, to United States Lines and this is probably an 
interim arrangement. Eventually I imagine United States Lines 
will dispense with the agent and have its own offices down there. 

Mr. Drewry. Is it not a fact that South Atlantic was unable to get 
a subsidy itself because of its foreign affiliation ? 

Mr. Bau. I do not know why. They never got it, I know. 

Mr. Drewry. They did apply? 

Mr. Batu. They did apply but it was on the basis, as I understand 
it, of their hearing, their 605(c) hearing, that United States Lines got 
the subsidy. I do not think United States Lines ever had a separate 
hearing itself to get subsidy for the South Atlantic service. 

Mr. Drewry. Again you commented on the length of time that was 
consumed. 

Mr. Batu. It made quite an impression on me, I can assure you. 

Mr. Drewry. I think it makes quite an impression on everyone 
who knows about it. 

You compared it with the cases of the earlier subsidized lines, Of 
course, in those cases, they were the first applications on the routes 
being considered after the 1936 act. Was that not true in most of the 
cases ? 

Mr. Batu. They were the first applicants. I cannot understand 
myself how the Commission, in those early days, got around the 
605(c) hearings because there were other U.S.-flag operators on the 
routes involved. 

Mr. Drewry. Today your application touches almost everybody’s 
trade route somewhere ? 

Mr. Batu. So it seems. 

Mr. Drewry. I think that might be some explanation for the length 
of time it took. 

Now, as far as your statement on page 11, that you feel that this 
particular provision, and I do not know to which particular pro- 
vision you refer 

Mr. Batu. The 5 percent. 

Mr. Drewry. Is aimed specifically at States Marine, the bill itself 
will touch every one to the extent that they are involved. You do 
agree with that, do you not ? 














150 FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 


Mr. Batu. That is correct, but, as I pointed out, you have been talk. 
ing here primarily about States Marine. Except for the possibility 
that that 5 percent might create quite some perplexing problems for 
Lykes and particularly if Mr. Nemec’s amendment is adopted, and 
United States Lines and some of the other publicly held companies, 
the only applicants as far as I know that would be affected by it would 
be States Marine and Isbrandtsen. 

I assume legislation is proposed and enacted to achieve a purpose 
and I could not see any other purpose in it. 

Mr. Drewry. Well, certainly if the other applicants had any pub- 
lic hearings would disclose something which the present system does 
not. 

You mention that you have in good faith purchased additional ves- 
sels and therefore feel that it is unfair to change the rules at the last 
minute. What vessels were they ? 

Mr. Batu. We purchased nine ships, five C—3’s and four C-2’s from 
Luckenbach, and we purchased two Robin Lines ships from Moore- 
McCormack. We havesigted contracts for the purchase. They have 
not been delivered yet. 

Mr. Drewry. Those vessels are presently being operated, those that 
you have actually purchased ? 

Mr. Batu. I do not know about the Robin Line ships. I think we 
have had one or two of those under charter ourselves. They have 
been operated by us, in other words. We have several of the Luck- 
-enbach ships under charter. 

Mr. Drewry. The others? 

Mr. Batt. No, they are chartered to us. 

Mr. Drewry. The good faith is the point I am interested in. You 
have not yet received operating subsidy ? 

Mr. Bax. No, but we have completed the negotiations on the con- 
tract terms with Maritime and the only hurdle I know of is the finan- 
cial one. 

Mr. Drewry. And the petition for reconsideration has not been 
settled ? 

Mr. Bauu. That isright. That has not been settled. 

Once the Board decision is filed the staff goes ahead and works on 
the details of the contract, most of which as I say, is what we call 
boilerplate. 

The only things you negotiate really on are vessel replacement, 
vessel interchange, spread of sailings, minimum and maximum sail- 
ings, and the vessel interchange privilege. 

Mr. Drewry. And this petitioner for reconsideration is all settled? 
It is going to be denied ? 

Mr. Batu. I have not any idea what the Board will do. 

Mr. Drewry. My point is that I do not see how you can feel that 
you have reached the end of the line until you put your name on the 
contract and therefore I cannot see where there is a change of the 
rules on this question. 

Now, on the top of page 12, you say: 


Clearly, attaching a condition like the one contemplated will tend to make 
investment in U.S.-flag shipping less attractive. 

How would the condition impede you? To which condition are you 
referring? 
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Mr. Batt. The 5 percent beneficial ownership. Getting into stock 


ownership, I think, is a very dangerous situation. 


We told Maritime when we filed our application, for instance, that 
States Marine plans, when the time is opportune, to become a public 
company.. We think the investment in subsidized operators should 
be available to the public. 

As I read this provision, if somebody who owned a substantial 
block of, say, Standard Oil stock, which operates a large fleet of 
foreign-flag tankers, happened to acquire over 5 percent of a subsi- 
dized operator, bang, it is unlawful for them to collect subsidy and 
I think it is a very ticklish situation. It could boomerange very eas- 
ily. It could hurt the American merchant marine a great deal more 
than it would help it beyond the hurt it would do by making it very, 
very difficult for States Marine and its services and its 59 ships to be 
perpetuated in the American merchant marine. 

Even beyond that, I think it could be very dangerous in the law 
and to do that on the basis of a hypothetical and possible abuse seems 
tome is going pretty far at this stage of the game. 

Mr. Drewry. Before we come to that, you say just preceding that: 

The lion’s share of the company’s earnings will have to be plowerd back 
into new vessels for the next 12 years or more. 

Is it contemplated that earnings from the stock ownership of the 
New York corporation would be plowed into the subsidized operation ? 

Mr. Batu. You cannot do it; no. What I said there was that the 
earnings of the subsidized company have to be plowed back. We have 
been paying taxes for the postwar years and we have had no oppor- 
tunity to deposit earnings, tax deferred earnings in a construction 
reserve fund. All we have been able to build up was after 52 percent 
Federal taxes and we are going to have to really plow back every- 
thing we can and yet we hope we can preserve a modest dividend 
record because, as I said, we hope to make it a public company and it 
is a little difficult to sell stock if you do not pay any dividends. 

Mr. Drewry. You stated that this would make it illegal to receive 
subsidy until after public hearing granting a waiver. This point was 
covered yesterday to some extent and I thought it was rather effectively 
shown that there was no intent to put any prohibition against a com- 
pany except to the extent that the company itself went out and bought 
foreign-flag shipping stock but that the prohibition was on the holder 
of the stock. 

Mr. Batu. I am not aware but I have had quite a bit to do with 
legislation and, if the Supreme Court would hold constitutional a law 
which said it is a criminal offense for an individual to go into a public 
market and buy 5 percent of the stock of a company publicly traded 
or to inherit it from his father, for instance, if you think the Supreme 
Court would hold that constitutional, I think the penalty must be on 
pe ahenctised contractor or applicant. It cannot be on the stock- 

older. 

Mr. Drewry. You make reference here to American President Lines 
and Signal Oil & Gas. You heard the testimony regarding the re- 
quirement of Maritime that that stockholder, having 3 percent of stock 
in, I forget which corporation with foreign interest, be removed. 

Mr. Batu. They would not let him sit on the board of directors. 
That was a coastwide thing under 805 rather than 804, as I recall. 
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Mr. Drewry. I understand it was 804 and asked the question on that 
basis. I will have to check back on the record but it would appear 
to me that, if that was an 804 action, that there is every reason to raise 
an eyebrow at something with the involvements that we see here. 

That is all, Mr. Chairman. 

The Cuarrman, Are there any other questions by the staff? 

Mr. Garmatz? 

Mr. Garmartz. I have no questions. 

The Cuarrman. Mr. Tollefson ? 

Mr. Totterson. Mr. Chairman. 

Going back to your responses to Mr. Cowen’s questions, I just want 
to make sure that I understood them. 

Global Transport Corp., unless it changes its operations, will. not 
compete with States Marine in any way ? 

Mr. Batt. It will not compete with States Marine Lines, and in my 
opinion, will not compete with any other subsidized service. 

Mr. Totterson. That was the next question I was going to ask. It 
would not compete with any other presently subsidized U.S. lines? 

Mr. Batu. Correct. 

Mr. Totterson. But you do concede that there is a possibility that 
Global Transport, Inc., could change its operations ? 

Mr. Batu. Under the legal theory, yes; that it is no longer an affili- 
ate or an associate of States Marine Lines, Inc. There is that. possi- 
bility except for the firm commitment that has been made and except, 
as I say, they have gotten rid of all the berth operations they had. 
I think it is a little illogical to assume that they will now go out and 
inaugurate a berth service. It costs money to inaugurate a berth 
service, foreign-flag or U.S.-flag. 

You do not make money on the first few sailings by any means. 
You lose it. 

I do not think they are going to dispose of one and go out and 
spend money to start another. In fact, I know they are not. 

Mr. Totuerson. That is all, Mr. Chairman. 

The Cuatrman. Mr. Zelenko. 

Mr. ZevenKo. I would like to say, Mr. Chairman, that I do not 
think it is the province of this committee to interrogate witnesses 
concerning the maneuvers and competition between companies and 
I, for one, do not intend todo that although I have heard a lot about it. 

Let me ask you this, sir. You claim that your company is being 
discriminated against. 

Is there anything in subdivision (d), on the first page, which will 
discriminate against your company, that is, public hearings? 

Mr. Batu. Yes, I think so. 

Mr. ZecenKo. What? 

Mr. Batu. Because we have gone through a hearing which had lasted 
a little over 4 years. 

Mr. ZELENKO. Suppose it is more complicated than the other ones. 
Some cases take longer than others. Some people go to court and the 
cases are not heard for 3 years and others are heard in 3 months. 

Mr. Batu. We went through that hearing under the existing law 
and now at the last moment when there are a few motions pending 
before the Board but I assume that they are not going to be pending 
for long, you start us out on another public hearing which is going 
to last for another 2 years. 
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Mr. ZetenKxo. Do you claim that the Board has abused its dis- 


cretion ? 


Mr. Batu. No. 

Mr. Zetenko. What has caused the delay in your opinion in con- 
nection with these hearings? 

Mr. Bauu. I think everybody in Maritime would agree with me 
that they have become inconscionably long and costly. 

Mr. ZeELENKO. What is the reason? If there is discrimination, we 
should know. 

Mr Batu. As you know, they are not a court proceeding. It is 
a hearing examiner who conducts those hearings. The hearing exam- 
iner is not as strict in his rulings on the relevancy of arguments or 
testimony or anything else. 

The tendency, as I see it, is for the hearing examiner to let any- 
thing come into the record that might have the remotest bearing on 
the issues. 

Mr. ZetENKo. Have you folks introduced such evidence? 

Mr. Batu. We have tried not to. 

Mr. ZELENKO. But have you? 

Mr. Batu. Not to my knowledge. We tried to stick to the issues, 
those three issues. 

Mr. ZeLtENKO. Have you folks ever asked for a delay or an adjourn- 
ment in the hearings at any time? 

Mr. Batxi. No. Once or twice we may have asked for a few addi- 
tional days to file a brief. 

Mr. ZeLENKO. Do you attribute the delay in Maritime to any abuse 
of discretion, any discrimination, or any other reason which is not a 
fair one? 

Mr. Batt. I am afraid it is pretty much inherent in this admin- 
istrative proceeding the way it is now conducted. 

They have tried having canned testimony filed to try to shorten them 
up and so far I do not think any of the experiments along that line 
have worked. 

Mr. ZELENKO. From what you say, then, it would be the same in any 
hearing whether your company was involved or not. You do not claim 
discrimination. You do not claim abuse of discretion ? 

Mr. Batu. No. 

Mr. ZELENKO. The procedure is the same for you as for any one else, 
is it not ? 

Mr. Batt. It is a very different situation for the applicants coming 
in today than it was back in 1937 and 1938 when the present large sub- 
sidized companies were getting their subsidies because it only took 
them a couple of months. 

Mr. ZELENKO. Most everything is different from 22 years ago, is it 
not ? 

Mr. Batu. Yes. 

Mr. ZELENKO. That may account for it. 

Mr. Baty. We did not have any unsubsidized lines opposing us. 

Mr. Zetenxo. I am not arguing, sir. I am trying to find out be- 
cause you made a complaint and I want to know. You say there is no 
abuse of discretion, no discrimination, but it has taken a long time. 
You admit that it is just the procedure. It might take a long time for 
anybody. 
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Mr. Bau. One way to cure it would be to provide that the subsidized 
lines of long standing to oppose subsidy for a new applicant. 

Mr. ZeLENKO. Once you bt subsidized, you would be in that 
category, too. 

Mr. Batt. Thatisright. I would not object to it. 

Mr. ZeLteNKO. If somebody else came along, would you not want 
something to say about it ? 

Mr. Batu. If the company follows my advice, we are not going to 
oppose subsidy for anybody. 

Mr. ZetenKo. The company may not follow your advice. 

Mr. Batu. Maybe they will, too. 

Mr. ZeLeENKO. Follow your suggestion, EP no subsidized line 
could complain and you become a subsidized line and somebody forms 
a big operation and wants to get in. Do you say that as far as you 
are concerned you should have nothing at all tosay about it? 

Mr. Batt. I frankly do not see, if we are receiving subsidy on our 
vessels that we operate, how we can be prejudiced if some other Amer- 
ican citizen wants to invest money into establishing another subsidized 
line and receives just what we receive, no more no less. 

Mr. ZetenKo. That goes to a question of protecting the Govern- 
ment’s money. If you put in 15 operators on the same line and sub- 
sidize all of them, the Government would never recapture one penny 
and would lose on all of them. Is that not possible? 

Mr. Batt. It is possible. 

Mr. ZetenxKo. Is that not one of the reasons why you must limit the 
number of any particular route? 

Mr. Batu. It is possible but the public counsel, do not forget, is 

arty to all these proceedings and is protecting the Government’s 
interest. 

Mr. ZeLtEnKo. I do not want to go into the proceedings. Yousay that 
outside of the delay you have no complaint and the public hearing 
could not affect it adversely, could it? If what you present is entirely 
clean, you would not care whether it was public or not. 

Mr. Batu. Unless you keep in 5 percent beneficial ownership. 

Mr. ZevenxKo. I am talking of the first section first. 

Mr. Batt. I think we would wind up O.K. on the public hearing 
but it would delay us another 2 years and, naturally, we do not want 
to look forward to that. 

Mr. ZeELEnKo. It would delay everybody. 

Mr. Batu. But it would not hurt the ones that are in. 

Mr. ZetenKo. It is usually harder to get into some place than to 
stay in there. 

Mr. Batu. Well, they have stayed pretty well. 

Mr. ZELENKO. That is right. 

Coming down to the second section, the 5 percent, if everybody was 
involved in the 5 percent, how would you folks be discriminated 
against ? 

Mr. Batu. I did not say we were discriminated against. I made 
no claim of that. I said I thought it was a very unwise and dan- 
gerous provision. 

Mr. ZELENKO. Not only for you folks but for any of the companies. 

Mr. Batu. Yes. 
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Mr. ZetENKO. Does not the “provided” clause take care of that, the 
last clause? It says provided “That under special circumstances” 
that 5 percent could be waived. 

Mr. Batu. Mr. Zelenko, if after the record in this hearing the Con- 
gress passed this bill with that 5 percent beneficial ownership in it, 
do you think the Board would be very likely, even if we applied for 
one, to grant us a waiver? 

Mr. ZeLENKO. I do not know, as you say, what the Board would do 
in any particular case. 

Let me ask you this, sir. Do you not think there should be some 
foul lines drawn as to the amount of foreign financial interest in any 
company, particularly when we want American citizens and Amer- 
ican ownership to have the benefit of American laws to protect the 
American merchant marine ? 

Mr. Batu. We have no question of citizenship. Citizenship is not 
involved in this bill. 

Mr. ZeLenKo. Let us say American ownership. 

Mr. Batu. No, the only thing that is involved here is the operation 
of foreign-flag vessels. That is a very different thing. A lot of 
American citizens operate foreign-flag vessels. 

Mr. ZetENKO. Do you not think there should be some foul lines 
drawn ? 

Mr. Batu. I think they are drawn in the present law and I think 
Maritime has leaned over backward to be touch with them and par- 
ticularly so in the new cases coming along. 

I question the wisdom of tinkering with that section, particularly 
when you get into stock ownership, in the absence of any evidence 
that there are abuses. 

Mr. ZreLenxKo. I expressed that thought yesterday. Is it the per- 
centage itself or the principle that disturbs you ? 

Mr. Batu. I think it is the principle of tinkering with stock owner- 
ship. It is similar to putting a cloud on the title of a piece of real 
estate. It makes it tougher to sell it. We are trying to encourage 
private investment in the U.S. merchant marine. 

Mr. ZELENKO. Suppose it is just the principle and suppose foreign- 
flag interests acquire 50 percent of an American line. 

Would you say that should prevail? It is possible, is it not? 

Mr. Batu. It is possible but I think it is so improbable. 

Mr. ZeLeENKO. Why? 

Mr. Batt. Well, if noncitizens acquire 26 percent or 30 percent of 
a subsidized line’s stock, what would happen to that? Immediately 
their subsidy would be cut off and the value of the investment would 
go right down to the bottom of the barrel. I do not think anybody 
is throwing around money that way these days. 

Mr. ZeLENKO. Would that not be a way of eliminating the Ameri- 
can merchant marine subsidized line competition? Suppose an Eng- 
lish line goes in and buys 30 percent of United States Lines. The 
subsidy immediately ceases. The competition thereby is eliminated 
for the English company. They can go in and do what they want. 
They own the field. Is that not the next step ? 

Mr. Batu. That opportunity has been there for 23 years. 

Mr. ZeteNKo. Up to now most of the money has been American 
throughout the world. Now you will find money in other countries 
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coming in and investing in America. Would you say that is a pos- 
sibility? It is, is it not, with the situation that I have expressed? 

Mr. Batu. It is possible. 

Mr. ZeLENKO. That could happen to your company ? 

Mr. Batu. Surely, when it becomes a public company. 

Mr. ZeLENKO. I have just one more question on this line. 

Do you not think there should be some foul lines drawn to prevent 
such a thing from happening? 

Mr. Batu. I think that we have gotten along pretty well with this 
law for 23 years and in the absence of even the slightest indication 
that that danger is real, rather than just hypothetically possible, I 
question whether a law is needed and, furthermore, when you get into 
trying to control stock ownership, I think you are getting into very 
dangerous ground. You might create more problems than you solve, 

Mr. Zetenxo. As far as this bill is concerned, I think you will 
agree with me that you say, although there are portions of it or the 
whole of it that you do not like, you have not shown anything which 
shows it is particularly discriminatory against your company. 

Mr. Bau. Yes; I think I have very definitely. I think after we 
have gone through an administrative hearing that has taken us over 
41 years. 

Mr. ZeLENKo. But you have not shown anything which is discrim- 
inatory. You have not shown misuse of authority. 

Mr. Batu. No; not in the past. I am talking about if this bill came 
through and affected us before we signed a subsidy contract. You 
change the rules on us after we have gone through 4 years of hear- 
ings, 3 years of negotiations with Maritime under the existing law. 
At the last minute you come in and pass a new law which creates a 
different situation and I think that is rankly discriminatory. 

Mr. ZELENKO. You said before that public hearings would not hurt 
you because your operation is clean. 

Mr. Bau. It would hurt us because it would drag it out another 2 
years. 

' Mr. Zetenxo. Possibly. You say that as far as the stock limita- 
tion that would affect everybody not only yourself. 

Mr. Baty. That is right. 

The CuHatrMan. Have you finished ? 

Mr. ZeELENKO. Yes. 

The Crairman. I want the staff to read some testimony here of 
Mr. Morse and then read your statement. 

Mr. Zectenko. Pardon me, Mr. Chairman. 

I want you to know, Mr. Ball, that my way of questioning has 
nothing to do with the way I feel about it. Frankly, I do not know 
too much about your company or any of the others. I am interested 
inthe principle. I have the utmost respect for you, sir. 

Mr. Baty. Thank you. 

Mr. Cowen. I believe you answered Mr. Zincke’s question that there 
was a firm commitment for Global not to compete with the subsidized 
line. Mr. Morse was asked the question : 

Is there anything in the law that would prevent States Marine from operat- 


ing along the same trade route that would be served by States Marine of Dela- 
ware * * *, 
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Mr. Morse answered : 
Only section 408 as it now reads. 


Mr. Bawy. I think he meant 804. 

Mr. Cowen. Possibly. 

Then I asked how 804 would affect it and in what respect and Mr. 
Morse answered : 


If there is a complete separation there is no prohibition. It is only if it is 
a related company that seeks 804 application, and then it would apply to the 
operation which competes with any American-flag service. 


Lasked: 


If there is a divestiture as set out under the law, and as so planned, there is 
nothing whatsoever that would prevent States Marine of New York from paral- 
leling the States Marine of Delaware— 


and he answered : 

If there is a complete divestiture— 
that there would be no prohibition. 

Mr. Ray. Would counsel yield ? 

Mr. Cowen. Yes. 

Mr. Ray. As I understood that language you just read, it dealt only 
with the law. As I understood the witness’ position, he was saying 
that there is a contractual commitment that goes beyond the law. 

Mr. Cowen. Mr. Ray, to my knowledge we have seen no commit- 
ment. If there is one in Maritime, it has not been brought to our 
attention. 

Mr. Ray. There is one that the witness testified about. 

Mr. Cowen. You said that there was a commitment or a memo 
in the files. 

Mr. Batt. Yes. As a matter of fact, I have been authorized to say 
that we would have no objection to making a contractual commitment. 

Mr. Cowen. That contractual commitment would of necessity have 
to be between Global and the Federal Maritime Board. 

Mr. BAL. Or it could be between Global and States Maritime Lines, 
Tne. 

Mr. Cowen. And made a basis for the granting of subsidy? 

Mr. Bau. It could be part of the basis, yes. We have no intention 
whatever and certainly we are not going to start sabotaging our own 
subsidized operation. 

Mr. Cowen. That is all. 

The Cuarmman. Mr. Ray. 

Mr. Ray. Mr. Chairman, I have no questions. 

I think the witness has made a helpful and constructive statement. 

I would like to add one remark. As I went over the papers that 
were submitted by Mr. Morse’s office, I had the impression that there 
had been excellent staff work in the Maritime Administration on this 
proposal. Those documents, I think, will not be in the record, but 
I was very much pleased at the way they had gone into the questions 
they did deal with. 

That is all, Mr. Chairman. 

The Cuatrman. Mr. Downing. 

Mr. Downtna. Senator, I think you have given us a very strong 
statement here. 
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Mr. Baty. Thank you. 

Mr. Downtne. You say that Global Bulk will not compete with 
any U.S. subsidized line or will not have any U.S. berth operations 
is that correct ? 

Mr. Batt. It is correct that Global Bulk will not operate any for. 
eign-flag berth services from the United States competing with any 
U.S.-flag essential service. 

Mr. Downtne. I understand that you bought nine new ships. In 
what service will those nine new ships go? Will they go in foreign 
service ? 

Mr. Batu. No, they are U.S.-flag ships. We bought 11, as a matter 
of fact. Most of them will go into our tricontinent service. One or 
two may go into the Gulf-Mediterranean service. 

Mr. Downtna. You say you do not object to the public hearing, 

Mr. Bau. Providing it could run concurrently with your 605(c) 
public hearing which we have finished. 

Mr. Down1ne. In your opinion, what should you try to develop at 
this public hearing? 

Mr. Batu. I assume that they try to develop the same facts that 
Maritime has developed and, as I pointed out, I think to Mr. Cowen, 
in our case at least I doubt the value of a public hearing, because, as 
I said, we were in a situation where we had these investments and 
activities. We made a proposal to Maritime. Then we discussed it 
and negotiated. They came back and objected and said, “We do not 
think this fully complies with the intent of the law.” 

So we modified it. A public hearing and an initial proposal would 
not mean much and if you had to hold one on every modification of 
the proposal, in our case it seems to me that it would be fairly in- 
effective. So far as holding a hearing now on our final proposal, 
sure, you could do that but that is a result of 2 or 3 years of intermit- 
tent negotiations and discussions. 

Mr. Downtnc. What is the ownership of States Marine? Is that 
a publicly held company ? 

Mr. Batu. No, it is not. It is held by Mr. Mercer and then, back 
in 1939, considerable of the stock was put in family trusts for his 
wife and three children; A. D. Frese, who has been executive vice 
president of the company, and C. S. Walsh, who is president; and 
Anderson Clayton & Co., I believe, owns a 14.8 percent voting interest 
in it. 

Mr. Downtna. Thank you, sir. 

That is all. 

The Cratrman. Mr. Mailliard ? 

Mr. Maruir1Arp. I have no questions. 

The CHarrman. Mr. Casey. 

Mr. Casry. Senator, as the law now exists, if 25 percent of an 
American-flag line is owned by someone who owns 50 percent or more 
of a foreign-flag line, then it disqualifies him for subsidy, is that 
right ? 

Mr. Baru. No, I think it is citizenship you are talking about. AsI 
understand the law, and the lawyers here can correct me if I am wrong, 
a subsidized operator must be owned 75 percent by U.S. citizens. 
Alien ownership of more than 25 percent of the stock would disqualify 
it. That has to be proved every year. 
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Mr. Casey. All right. You called attention to the fact that it is 
possible that on a public hearing you might determine that some of 
these subsidized lines are in trouble since they are publicly owned. 
Now, on this section (d) of this proposed bill, this would limit it to 
5 percent or more of the stock being owned by any one regardless of 
citizenship who had any interest in a foreign-flag vessel, is that right? 

Mr. Batu. That is beneficial ownership as distinguished from legal 
ownership. 

Mr. Casey. Yes, sir. But the last few lines of this section (d) gives 
the Board the right to in its discretion go ahead and make the con- 
tract “notwithstanding such foreign-flag interest, relationship, or 
activity.” 

Mr. Bau. That is right. 

Mr. Casey. Would you see any objection to this section (d) with 
that provision in there even though it might be 5 percent? 

Mr. Batu. I think it is very dangerous to restrict stock ownership. 
I think the restriction should go to the contractor and his affiliates. 

Mr. Casry. This would go to the contractor ? 

Mr. Batu. I think under a subsidy contract the Maritime Adminis- 
tration is looking over your shoulder every minute and I do not think 
that any subsidized contractor, as the law is now administered and as 
it now reads, can get out of line on foreign-flag competitions or 803 
operations or 805 operations and get away with it at all. 

Mr. Casey. Would you not agree with me that this would give 
quite a bit of latitude to the Maritime Board in passing on this 5 per- 
cent or whatever percentage we might determine ¢ 

Mr. Batu. The bill, as drawn you mean, would give them latitude? 
It would give them about the same privilege or right they have now 
to grant waivers under 804. 

Mr. Casry. But it would have the purpose of having a public hear- 
ing and a public disclosure of just what an ownership was, would it 
not ¢ 

Mr. Batt. It would do that, yes. 

Mr. Casey. You have no objection to that providing every one else 
is subjected to the same thing ? 

Mr. Batu. I object to it for those applicants who have already fin- 
ished a long drawn out public hearing under section 605. To then 
make them start over on a new public hearing seems to me pretty dis- 
criminatory against them as against the ones that have come in before. 

Mr. Casey. With reference to your own case, has not the same 
thing that might be brought out in the public hearing on 804 been 
brought out in the hearing on section 605 (ce) ? 

Mr. Batt. No. It has not. It has been brought out here but it 
was not brought out on the 605(c). All that was brought out there 
was that we furnished them voluntarily all the foreign-flag sailings 
on the routes involved in the applications that they had before them. 

Mr. Casey. They already have the same information that would be 
brought out in an 804 hearing. 

Mr. Bau. So far as the routes involved in the application were 
concerned, they did not get into the tankers operations, for instance, 
which are from Liberia, I think, to Baltimore or Philadelphia and 
from Seven Islands in Quebee hauling iron ore. They did not get into 
that because we were not applying for subsidies. In fact, there is no 
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essential trade route from Seven Islands, from Canada to the United 
States that I know of. 

. Mr. Casny. The point I am making is that you would have to supple- 
ment very little to furnish this information that they would want as 
provided for under this section (d) of this proposed act. 

Mr. Batu. Thatisright. Itisallin my statement. 

Mr. Casey. Do you think that would take you another 2 years? 

Mr. Batu. I suspect it would. I gained a great respect for the 
ability of the lawyers of our opponents to string things out. 

Mr. Casey. That would not have anything to do with this. This 
would be a matter for the Board to determine the facts under this 
section (d). 

Mr. Batu. The Board has made that determination, only without 
a public hearing; but the public hearing you are talking about in this 
bill, as I understand it, is an adversary hearing. Anybody having 
any interest in the routes on which we have e applied for subsidy could 
come in and could show an interest and when you get 14 different 
parties in a legal proceeding it is not over ina hurry. 

Mr. Casry. I would not think so. 605(c) has to do with whether 
the operation is necessary for the advancement of the merchant marine 
and for the Board to determine whether or not the adidtional service 
is needed. All this determines is whether or not your structure of 
your company with reference to its foreign affiliations would qualify, 
and I do not see where any of your competitiors would have anything 
to do with that unless they thought you were lying and did not disclose 
some of the things which they would then do. 

Mr. Bau. They would all be init. Ithink you would agree 

Mr. Casry. They might be sitting there listening but I do not see 
where they would come in to be he ard unless to challenge your state- 
ment that you might make with reference to our foreign affiliations. 

Mr. Bar. I cannot conceive of it. I will agree with you that 
before I got into one of these hearings, I thought it should be a fairly 
simply affair. It looks like you are determining i in the 605(c) hearing 
some relatively simple issues which were compli cated by the scope 
of our operation but when you got into it you found out how long 
it can be drawn out and how much evidence can be taken and so on, 
and I am suspicious of the other one. 

Mr. Casey. The only thing would be for you to make a public dis- 
closure of your situation under this section (d) and then make your 
argument as to why you should have this waiver if you are subjers 
to ‘disqualification under section (d) and show why the Board should 
determine that they would be justified in making the contract even 
though you might have some foreign activity. 

Mr. Bauxi. Well, Congressman, I think you would find lawyers for 
at least half a dozen of our intervenors in at that public hearing 
questioning our witnesses. Whether they would present witnesses of 
their own, I do not know. 

Then in these proceedings, that hearing is held before a hearing 
examiner, not the Board. Then you have briefs to the hearing 
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examiner and they give the lawyers 30 or 45 days. It is a matter of 
courtesy. If a lawyer asks another lawyer for another 10 days to 
write his brief, he gets it, so that we found it usually works out so 
that the first briefs come in in 60 days, the reply briefs in another 
60 days. 

Mr. Casnry. I understand that, Senator. 

Mr. Batu. Then the examiner files a recommended decision. Then 
you file exceptions to that with the Board, and then ree to the 
exceptions. You have oral argument before the Board. By the time 

ou got through, I would be surprised if it did not take over a year. 
In fact, I think it would be 2 years, 

Mr. ZELENKO. The wheels of justice grind slowly but surely. 

Mr. Casry. You take notice on page 15 of pooling agreements. 
Are these feeder line pooling agreements ? 

Mr. Batu. They are not. Harrison is the main British-flag opera- 
tor, I believe, from the gulf to the United Kingdom, which is one 
of Lykes’ subsidized services. 

The Cuamman. Well, if they have given waivers in those instances, 
would you not think that under section (d) that they would look at 
it broadly and for the purpose of public disclosure of what the foreign 
affiliation is, and if it was not detrimental to United States shipping 
would grant the waiver ? 

Mr. Baru. I think after another 2 years we might get a waiver un- 
less the Board took the position that since States Marine was so 

rominent in these hearings and since this particular provision could 
: interpreted as indicating congressional disapproval of States Ma- 
rine setup the Board should be quite reluctant to grant a waiver. 
Otherwise on the basis of any real competitive impact on U.S.-flag 
essential services, I think we would be entitled to a waiver, but it 
would take, in my opinion, a good 2 years to get it and we have been 
at this now for over 4 years and the longer we put that off the tougher 
becomes your vessel replacement program. 

There are a lot of other factors in this thing. We are committed 
to let a contract for five 20-knot ships costing, they estimate, a little 
over $13 million apiece, 2 years after we execute a subsidy contract. 
You move that forward another 2 years, with escalation, and they 
will probably cost $14 or $15 million and we have bunched this 
replacement program and we have not contributed to solving the 
block obsolescence program. 

Mr. Casey. Where an American subsidized flag line limits itself to 
what they can get out of that particular trade 

Mr. Batu. The Board permits a waiver. 

Mr. Casey. Lykes is limited to 30 percent and they are competing. 

Mr. Bau. That is right. 

Mr. Casry. They are competing with foreign-flag lines and making 
a pooling agreement with them where they are limited to 50 percent 
of the trade; is that right ? 

Mr. Batu. That is right. 
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Mr. Casey. On this Harrison Line, it is a strict 50-50 partnership; 
is that right ? 

Mr. Bai. That is right. It is a revenue pooling agreement. As 
I recall it, if either party carries more than 50 percent of the cargo, 
they split the revenue 50-50 with the exception of allowing some- 
thing like $4 or something for expense. 

Maybe it is $10 a revenue ton. I am not sure of those figures, 
They are not uncommon. 

Our subsidiary Isthmian has the same sort of pooling in our service 
with Matson between the Atlantic and gulf and Hawaii. 

Mr. Casey. Are those with foreign lines? 

Mr. Batu. No; that is strictly American. We are not parties, 
Isthmian may be part of that pool agreement on rubber from Indo- 
nesia, Malaya, which APL and Lykes are also parties to. 

Mr. Casgy. Going back to my first question, as I understood you 
a while ago, you said you had no objection to public hearing other 
than the delay to you. 

Mr. Bau. Plus the fact that I did not think it is necessary. 

Mr. Casry. Regardless of that, you would have no objection to the 
public hearing, I believe you said, if all the existing subsidized lines 
were suspended until they had a similar hearing ? 

Mr. Batu. No; I suggested that amendment as a possible alternative 
to exempting those lines which have finished their 605(c) hearing, 
That would be treating everybody alike. 

Mr. Casey. You would exempt all those who had their 605(c) hear- 
ing or suspend everybody and make everybody go through the same 
thing? 

Mr. Batu. That is right. 

Mr. Casey. Thank you. 

The Cuarman. Are there any further questions ? 

Thank you very much. 

Mr. Batu. Thank you, Mr. Chairman. 
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(The exhibits referred to follow :) 


Exuisir A.—FMB Docker S—57, Exuisir No. 8, Irem M 


Taste I.—State Marine liftings of commercial exports compared to total com- 
mercial exports and liftings of other U.S.-flag lines, by trade routes and years, 















































Wr Sceanainiasecaie eal as is 5 ‘ i a 
| | | 
In long tons 
sii ibacaleeiaatecieaiaite aceite ak eee States Ma-| Other U.S. 
| U.S. flag, | rine Lines | flag, per- 
Trade route and year | Totalcom-| U.S. flag, | States Ma-| percent of | percentof | cent of 
mercial | commercial) rine Lines | total | total total 
| exports | liftings | commercial) | 
| liftings | 
| | } | | 
a ice a ccc tical ieee aed 
Trade route 12: 
dae ercekeeseerecne | 2, 934, 396 397, 175 | 4, 165 13.5 | 0.1 | 13.4 
ee | 4,282, €43 209, 202 | 2, 483 4.9 | (}) 4.9 
DE cheno caer seine 3, 572, 203 310, 358 | 14, 354 8.7 | 4 | 8.3 
ee eran | 3,588.610| 452, 144 | 61, 587 12.6 | 7 | 10.9 
Average per year........| 3, 594, 463 342, 220 | 20, 647 9 6 | 8.9 
Sees SS S| FEEeE=SS— EE ee —— 
Trade route 22: | | 
1952.....-- idabinnateshcteee 1,418,194 | 624, 586 253, 428 17.9 26. 1 
a A a 147, 587 8.1 | 21.5 
| SE ee eee 2, 143, 769 | 650, 886 238, 065 11.1 19.3 
| Tt cissecenhussuapases 3, 116, 829 | 1, 184, 182 | 391, 470 12. 6 | 25.4 
Average per year_...-...| 2, 124, 842 | 749, 573 | 257, 638 | 12.1 23.2 
Trade route 29: 
aa Sake eases ment | 2,701,502 | 1,149, 753 | 163, 804 | 42.6 | 6.1 36.5 
ine accents .--| 1,618,934 | 770,377| 104,820 47.6 | 6.5 41.1 
Nit i cei eerie com | 1,751, 644 980, 778 | 104, 162 56.0 | 5. 50.1 
DE dendenpaceeianenest 2, 254, 038 1, 109, 689 142, 660 49.2 6.3 42.9 
Average per year._...._- | 2,081,529 | 1, 002, 649 | 128, 862 | 48.2 | 6,2 42.0 
—— = —— | Oo -——— | a —— | Ee 
Trade route 30: 
re wencot 3,822 465 | 257, 020 | 42, 820 14.1 2.3 11.8 
a iia andten a ereetiaaie | 1,522, 720 | 250, 956 30, 676 | 16. 5 | 2.0 14.5 
ical ear acia is acess eer 1, 836, 346 591, 801 | 76, 885 | 32.2 | 4.2 28.0 
eS owunasnanaese ci 2, 160, 052 | 719, 304 86, 034 | 33.3 | 4.0 29.3 
Average per year........| 1,835,401 | 454.770} 59, 104 | 24.8 3.2 21.6 
a —S——————— | — SS | = — == |_ —_—_—_———_—— ef 
Trade route 26: | 
aid ao ak leas 873, 113 121, 976 81, 586 14.0 | 9.3 4.7 
NE ia eG iis ne soso evant 684, 771 | 35, 634 35, 597 | 5.2 | 5.2 0. 
ME ick ce oc aceiaeagemme® 1, 006, 319 57, 007 | 56, 454 | 5.7 | 5.6 an 
ME siikniamnacosak aeke 1, 394, 662 52, 556 | 54, 327 | 3.8 3.9 -l 
| i cieksclpaicr naan ca iced amb cate = 
Average per year....._-- 989, 716 | 66, 793 | 56, 991 6.7 | 5.7 | 1.0 
Trade routes 5, 6, 7, 8, and 9: | E 4 ai. one | eee | ee 
| re a ele aan | 20, 009, 326 5, 925, 988 57, 140 29. 6 | -3 | 29.3 
Sais aGiwnwasoamamend | 8, 854, 156 878, 190 14, 569 9.9 | 9.7 
if oh 9, 600, 489 1, 304, 918 4, 731 13.6 | (1) | 13.6 
haa ae ere 26, 917, 320 2, 789, 626 | 177, 293 | 10.4 Pi 9.7 
Average per year__..--_- 16, 345, 323 | 2,724, 680 | 63, 433 | 16.7 | 4 | 16.3 
——> = ————E—EE =| << ee — oe 
Trade route 23: | | | 
1952... ‘ | 78, 758 | Se ete Hse kb eile toca Pad Ty cdc laa a og 
_ Tee Oe oa 75, 644 | i Tn acer cami hae eee edueeaeieie 
ss OE 2 93, 420 | 37, 840 | 37, 557 40.5 40.2 | 3 
1955_.. para cieckh aierdeeieereeal 94, 770 32, 505 32, 541 34. 5 | 34. 5 | ¢ 
Average per year ?_._.._._-- 93, 795 | 35, 173 | 35, 049 37.5 | 37. 4 | os 
Trade route 13: | | ea eed | 
1952. _.. _ cmesesl anaes 872, 656 | 95, 613 37.5 4.1) 33. 4 
1953...__- ‘ | 1,795, 378 | 526, 398 90, 608 | 29.3 5. 0 24.3 
i _..| 1,414,165 | — 614, 121 | 97, 398 | 43. 4 | 6.9 | 36. 5 
1955... one 2, 797, 267 1, 017, 216 | 104, 813 | 36. 4 | 3.7 32.7 
Average per year___--------- | 2,082,845 | 757,598 | 97, 108 36.4 | 4.7 | 31.7 
Grand total all trades | aot 
average per year- -.--- | 29, 147, 914 6, 133, 456 | 718, 832 | 21.0 | 2.5 18.5 


| \ t 
! Less than 0.1 percent. 
? Average reflects 1954-55 only. 


Source: Total exports and U.S.-flag liftings from maritime exhibit, schedule B; States marine liftings 
from exhibit 9. 
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TaBLe II.—States marine liftings of liner commercial exports compared to total 
liner commercial ewports and liftings of other U.S.-flag lines, by trade routes 


and yetars, 1952-55 





Trade route and year 


Trade route 12: 


Average per year.......- 


Trade route 29: 


Average per year....._.- 





Trade route 30: 


Average per year...... 


Trade route 26: 


Average per year......-- 


Trade routes 5, 6, 7, 8, and 9: 





Average per year........ | 


Average per year !___._.| 


Trade Route 13: 


i cig buhnkesanainadtuite 
Average per year 
Grand total all trades, 

average per year--.-.--.| 











































































































| 
In long tons 
re | U.S. flag. |StatesMa-| Other 
Total | U.S. flag, | States Ma-| percent of | rine Lines,| U.s. flag 
liner com- | liner com- | rine Lines, total percent of | percent of 
mercial mercial liner com- total total 
exports liftings mercial 
liftings 
| 
960, 973 178, 523 | 4,165 | 18.6 0.4 18,2 
1, 672, 251 | 199, 744 2, 483 | 11.9 “a IL 
1, 625, 695 | 182, 954 14, 354 11.3 9 10.4 
1,721,763 | 268,156 61. 587 | 15.6 3.6 12.0 
| 1,495, 170 207, 344 20, 647 13.9 1.4 12.5 
904,504 | 517,717 253, 428 | 57.2 28.0 20.2 
950, 127 499, 942 147, 587 52.6 15.5 37.1 
1,115,544 | 549, 677 238, 065 | 49.3 21.3 28.0 
1, 451, 282 826, 249 391, 470 | 56.9 27.0 29,9 
1,105,364 | 598, 396 257, 638 54.1 23.3 30.8 
1,199,232 | 987,049 163, 804 | 82.3 13.7 68.6 
1, 025, 950 769, 939 104, 820 75.0 10.2 64,8 
1,265,147 | 932, 056 104, 162 73.7 a9 65.5 
1, 360,416 | 1, 038, 584 142, 660 76.3 10. 5 65.8 
1, 212, 686 931, 907 128, 862 76.8 10.6 66.2 
eer —-— | — : ai 
365.889 | 184, 981 42, 820 50. 5 11.7 38.8 
454,263 | 241, 056 | 30, 676 53.1 6.7 46.4 
510,554 | 301, 239 76, 885 59.9 15.1 43.9 
626, 937 494, 926 86, 034 78.9 13.7 65.2 
489,411 | 305, 550 59, 104 62. 4 12.1 50.3 
——— | — ———<<—— — ——— ————4 > ——_ ___ ___ eee, 
567, 241 | 81, 482 81, 586 | 14.4 14.4 0 
631, 752 | 35, 634 35, 597 5.6 5.6 0 
804, 653 57, 007 56, 454 | 7. ( 7.0 0 
886, 101 52, 556 54, 327 | 6.1 6.1 | 0 
722, 437 | 56, 670 56, 991 7.8 7.8 0 
3, 876, 507 | 1, 298, 422 57, 140 | 33.5 1.5 32.0 
3, 638,244 | 838, 279 14, 569 23.0 .4 22.6 
4, 250, 949 | 1, 080, 600 4,731 | 25. 4 ad 24.3 
5, 495, 943 | 1, 757, 967 177, 293 | 32.0 3.2 28.8 
4,315,411 | 1, 243,817 63, 433 30.0 1.5 | 5 
— — = 3 — — ~ 
69, 523 TO biti i com reid eae so ect 4 oon sess see ee 
75, 644 | an Rang lo mavkeawes|onteneeee 
86, 001 37, 840 37, 557 | 43.7 | 43.7 6.0 
90, 286 | 32, 505 | 32, 541 | 36.0 36.0 0.0 
88,144 | 35,173 35, 049 | 40.0 40.0 | 0.0 
— eee — —— ——_ —— = — _— = — = ae 
964,749 | 572, 993 95, 613 | 59.4 | 9.9 | 49.5 
865, 000 | 431, 275 90, 688 | 49.8 10.5 39.3 
893, 599 | 470, 885 | 99, 398 | 52.7 | 10.9 41.8 
1, 143, 627 | 577, 891 | 104, 813 | 50. 5 | 9.2 41.3 
966, 744 | 513, 261 | 97, 108 | 53.1 | 10.0 43.1 
— —— | —_ at —=— — il ig ———_— = = | 
10, 395,367 | 3,942,118 | 718,832 37.9 | 6.9 | 31.0 


I ideal cringe aca 
1 Average reflects 1954-55 only. 
Source: Liner commercial exports and liftings by U.S.-flag lines from maritime exhibit, schedule B; States 


Marine liftings from exhibit 9. 
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TasLE III.—States Marine liftings of defense cargo compared to total outbound 
movement of such cargo by trade routes and years, 1952-55 


EEE } ses “pemmen4 


Trade route and year 


Trade route 12: 
SE Ci natotui neds ninnkna kcmdamanaoneine wend ima meee 


MPOL OIE TH PONE sis one waka cacdessnndauccsudbaewuenes se. 


Trade route 22: 
Cinch MS Netn la hiiedp awe sanddahedaiaatidehenmenie 


Average DOF Yoer.......<..6..-- 


Trade route 29: 
1 


Average per yeer.................<.. piles eaahiensdberinaall 


Trade route 30: 


RG GE FOE ao ~ ssann Soca dece kas 
Trade route 26: 


PU EE SG icin ke nininduniiaatnbucumane ademas 
Trade routes 5, 6, 7, 8, and 9: 


Oe ON TONE aan iain nasi Sedettindonddadnaddaedl 
Trade route 23: (No defense cargo.) 
Trade route 13: 


Average per year 


Grand total, all routes, average per year 


















































In long tons 
States Marine 
| Total defense |States Marine} Lines, per- 
| cargo out- /|Lines, defense} cent of total 
bound cargo lifted 
outbound 
— I- 
| 
92, 981 25, 206 | 27.1 
128, 871 33, 744 | 26. 2 
130, 413 47, 345 36.3 
96, 008 35, 295 36.8 
112, 068 35, 397 31.6 
363, 978 | 166, 918 | 45.9 
393, 163 196, 114 49.9 
143, 562 76, 605 53.4 
110, 513 51, 099 46.2 
| 252, 804 122, 684 48.5 
} —= = ol —— 
} 829, 196 200, 990 24.2 
| 1, 191, 961 415, 878 34.9 
| 681, 634 221, 492 32.5 
552, 121 161, 183 29.2 
813, 728 249, 886 30.7 
218, 580 70, 998 | 32.5 
263, 855 | 97, 581 37.0 
373, 807 184, 071 49.2 
288, 491 146, 215 50.7 
286, 183 | 124, 716 43.6 
= | =o —=s 
20, 531 18, 063 88.0 
37, 820 38, 592 100.0 
10, 913 9, 960 91.3 
16, 992 16, 016 94.3 
21, 564 20, 658 95.8 
= = Se ee 
669, 654 150, 337 22.4 
642, 331 104, 398 16.3 
408, 710 83, 659 20. 5 
349, 289 72, 141 20.7 
517, 496 102, 634 19.8 
— —SSSSS—==a 
69, 193 18, 494 26.7 
124, 755 20, 334 16.3 
130, 801 27, 362 20.9 
74, 782 19, 023 25.4 
99, 883 21, 303 21.3 
2, 103, 726 677,278 | 32.2 








Source: Maritime exhibit, schedule B and exhibit 9. 


Maritime figures for defense cargo have been in- 


creased by amount of States Marine Lines liftings on vessels which did not load commercial cargo and 
therefore were not counted nor their cargo reported by Maritime. 
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TABLE IV.—Tables showing percent of U.S. flag participation of total commerciq} 
export trade with and without SML, when military cargo now carried by SML 
is assigned to intervenors filling their usable open deadweight tons and dig. 


placing their commercial cargo to the 


1, Explanation: 
Column (a): 
lines except Levant Line serving Gulf-Mediterranean). 
Column (b): 


extent necessary 


Usable open DW space, by trade routes, of all intervenors in docket S 


States Marine MST'S cargo carried on each trade route. 


56 (all U.S.-flag 

















Column (c): States Marine MSTS cargo left over after filling all intervenors’ free space. (Average 
per year, 1952-55, figures in long tons.) 
1 | “— Zz 
(a) | (b) (c) 
Trade route Intervenors’ SML MSTs 
| usable free | SML MSTS| remaining 
| space liftings | after filling 
| _| free space 
a | 8 |e ee 
a veces route 13........-..- a i. - jee 3, 545 | 35, 397 31, 852 
Trade route 23..........- 2 . paveeee ss 6, 344 | 122, 684 116, 340 
Trade route 29.______- : Snel 118, 043 | 249, 886 131, 843 
Trade route 30____._-- Gaten bone cr 36, 234 | 124, 716 | 88, 489 
Trade route 26__-__- sacl : phi eeuc eee see ys | 0 | 20, 658 | 20, 658 
Trade routes 5, 6, 7, 8, 9--..------ ig Sardis i ‘ | 245, 637 | 102, 634 | 0 
EE Sn rer oa catia a quae bae aed 2 4, 244 | 21, 303 17, 059 
prs Gi et i? |) a 
I ec ace aaa rns Ph ak ete pene ines ast 414, 047 | 677, 278 | 406, 234 
| | | 





NorTe.—Intervenors’ open space on T.R. 
commercial liftings, average per year 1952- 


6, 7, 8, and 9 would accommodate all SML MSTS and all 
5 55; “theretore, those trade routes do not appear below. 


2. Remaining States Marine cargo, by trade routes, after utilizing all intervenors’ free space, average per 


year, 1952-55, in long tons: 


Trade route 





SML com- 
mercial 


| 
|SML MSTS 
remaining 


| 
| Total SM 
cargo re- 
maining 





52, 499 





Tyee eee as... ~..---5- ae | 20, 647 | 31, 852 
Trade route 22___- | 257, 638 116, 340 | 373, 978 
Trade route 29_____.- 128, 862 | 131, 843 | 260, 705 
Trade route 30_____- 59, 104 | 88, 482 | 147, 586 
Trade route 26__.....- 56, 991 20, 658 | 77, 649 
‘Trade route 23____._-- , 35, 049 | 0 | 35, 049 
Trade route 13.........- = 97, 108 | 17,059 | 114, 167 
evn ee see | 655, 399 | 406, 234 | 1, 061, 633 
’ 








3. Explanation: 
Column (a): U.S. 
8ML liftings. 


flag as a percent of total exports by trade routes (average per year, 1952-55) with 


Column (b): Alternatively, if SML were eliminated then its remaining MSTS cargo must displace 


intervenors’ commercial cargo. 
carryings. 


This displaced commercial cargo must be deducted from U.S.-flag 


The last column on the right reflects the percent of U.S.-flag participation without SML. 














| (a) With SML (b) Without SML 
Trade route Total 
exports U.S.-flag .-flag U.S.-flag U.S.-flag 
liftings be ree vate of | liftings percent of 
total total 
sl assis accep 

py | ee 3, 594, 463 342, 220 9.5 | 289, 721 8.1 
I es ninco ws's' neces a 2, 124, 842 749, 573 35.3 375, 595 17.7 
Trade route 29___._- 2, 081, 529 1, 002, 649 48.2 741, 944 35.6 
Trade route 30._.___-- 1, 835, 401 454, 77 24.8 307, 184 16.7 

Trade route 26___--_- cha 989, 716 66, 793 6.7 | 0 0 
Trade routes 5, 6, 7, 8, and 9 16, 345, 323 2, 724, 680 | 16.7 | 2, 724, 680 16.7 

IE i saiwuinicnnionsauneun 93, 795 35, 173 37.5 0 0 
TH CONG TD. sic oan cicnnennn 2, 082, 845 757, 598 | 36. 4 | 643, 431 30.9 





| 


be et et et 


— 
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ExHIsiIt B.—States Marine lines and Isthmian berth sailings 
[Figures from traffic exhibits in F.M.B. dockets S-57 and S-72 and from current records] 


STATES MARINE TRADES 


_—_— _ - nes - 





| Number of berth sailings 































































1952-55 average ! 1958 
it | 
| U.S. |Foreign| Total U.S. (Foretgn Total 
flag flag flag flag 
Tri-Continent service: 
Westbound Atlantic and Gulf-Far East__........- 69. 5 2.75 | 72.25 68 | 6 74 
East bound-Pacific-Europe---_.............-......- |} 160] 6.75] 22.75 10 19 2¢ 
Pac-Hav.-Gulf @ years) *. .................... } 15.0 0 15 16 0 16 
Pac-Atl. Lumber (2 years) 2..................-| 155] 0 15.5 19 | 0 19 
RONDE, BE ION ono is nennsscnncinanchhinsaibgubae | 46.5 | -75 | 47.25 41 | 0 41 
Pacific-Far East service: | | 
BN NE aos donnu cen nsaondaceendebbobek curs | 79.0) 3.75) 82.75 | 42 | 7 49 
Topofis Ex Atlantic and Gulf..................... 62. 5 25 | 62.765 | 63 | 0 63 
Qulf-Mediterranean service............-..-.-.-..----- | 20.0} %25 | 20.25 | 23 1 24 
Total SML (elim topoffs)..........--.---------- | 261.5] 14.25] 275.75| 219 | 33 | 252 
ditaniatartidltiieiss nageales y  ascsemnaedtis | t 
ISTHMIAN TRADES 
J ; 3 is 
| 1953-56 average ! | 1958 
5 —_—— =e rT 
Westbound round-the-world service. ..........-..-.--- 22 | O 22 25 | 0 25 
I Oe Be } 14 5 14.5 | 24 | 0 24 
India-Pakistan-Ceylon service 4.__...........-....-.--| 15.25 1.5 16. 75 18 | 2 20 
Atlantic and Gulf-Hawaii service 5............---- ~s--| 14.75 | 0 14.75 | 15 | 0 15 
Total Isthmian... 22.22... 2.-2c- deena | 6 | 20/6 | ss] 2). & 
, Grand total—SML and Isthmian. -.....-.....-- 327. 5 16. 25 | 343. 75 301 | 35 336 
i \ | 











1 1952-55 were the base years in the SML subsidy case and 1953-56 in the Isthmian case. 

2 Intercoastal certificates were not obtained until 1953 and 1954. 

31 foreign-flag sailing in the 4 years Gulf-Mediterranean loaded full cargo of bulk. 

4 Figures do not include in 1958 7 foreign-flag vessels chartered to carry ore inbound only from India. 

§ In 1958 Isthmian had 9 sailings inbound only from Hawaii, which are counted as equal to 4 round voyages. 


STATEMENT OF HOWARD C. ADAMS, VICE PRESIDENT IN CHARGE 
ATLANTIC TERRITORY, PACIFIC FAR EAST LINE, INC. 


Mr. Apams. My name is Howard C. Adams. I am vice president 
in charge of Atlantic territory for Pacific Far East Line, Inc. We 
appreciate very much the invitation you have given us to express 
our views with respect to H.R. 7601, a bill to amend the Merchant 
Marine Act, 1936, to provide further requirements for applicants for 
and contractors under operating-differential subsidy contracts. 

In view of the highly controversial nature of foreign-flag affiliations 
of prospective subsidized operators and because such affiliations have 
an extremely important bearing on the basic principles of the 1936 
act, we are of the opinion that there should be a complete disclosure 
by all applicants of their foreign-flag affiliations prior to the grant- 
ing of subsidy and that the other U.S.-flag operators who have an in- 
terest in the route covered by the applicant should be permitted to 
evaluate the effects of these connections and to state publicly their 
views and request such protection as they deem necessary. 

We believe the developing of such information by way of public 
hearings is a healthy and constructive manner in which to approach 
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this problem. We further believe that H.R. 7601 offers a practicable 
approach in developing whether or not foreign-flag affiliations of a 
prospective subsidized operator would be inimicable to the philosophy 
of the 1936 act. 

We suggest that if such legislation is enacted, it be kept to its 
simplest form with a view to ease of enforcement. The staff’s redraft 
of H.R. 7601, with whatever further amendments the committee feels 
may be desirable to safeguard the intent of the act, seems appropriate 
to that purpose. 

We wish to thank you for the privilege of appearing before your 
committee. 

The CuHarrman. Arethere any questions by the staff ? 

Are there any further questions 

Mr. Casey. Yes, sir. 

You endorse the redraft in whole; is that right? 

Mr. Apams. Yes, sir. 

Mr. Casey. Is your company publicly owned? 

Mr. Apams. Yes, it is. 

Mr. Casey. Do you know how your stock is held ? 

Mr. Apams. Yes, sir. I think that we have approximately 6624 
percent that could be considered publicly held stock. 

Mr. Casey. Is any of that stock held by brokers or by banks as 
agents for undisclosed principals ? 

Mr. Apams. No, sir. The principals are disclosed. The Natomas 
Corp. owns about 32 percent of our company which stock is held in 
the name of Church & Co., but we know who the original holder is. 

Mr. Casey. Who is the holder? 

Mr. Apams. Church & Co. hold it for Natomas, which is an in- 
vestment trust. 

Mr. Casgy. Who are the beneficiaries of that trust? Do you know! 

Mr. Apams. The beneficiaries of the trust have been qualified as 
citizens of the United States under the Maritime provisions. 

Mr. Casey. Is your line subsidized ? 

Mr. Apams. Yes. 

Mr. Cassy. If your stock goes on the open market and more than 
5 percent of it is purchased by someone who qualifies under this 
section (d), would that not stop your subsidy ? 

Mr. Apams. No, sir. 

Mr. Casey. You do not think it would ? 

Mr. Apams. No, sir. I believe, Mr. Casey, that the provision under 
the draft makes ample elasticity in the administration of this act. 

Mr. Casey. Well, it would be subject to cancellation ? 

Mr. Apams. And it probably should be if it is not in the interest 
or intent of the act. 

Mr. Casey. Your stockholders would be subject to penalty under 
the second section ? 

Mr. Apams. I think that is right. 

Mr. Casey. You think that is all right. 

Mr. Apams. Yes, sir. 

Mr. Casey. That is all. 

The Cuatrman. Mr. Mailliard. 
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Mr. Martirarp. Mr, Adams, pursuing this question, Natomas is in 
turn listed on the New York Stock Exchange; is it not? 

Mr. Apas. That is right. 

Mr. Martii1arp. How would you know that there might be an in- 
terest there? Why could not Natomas stock be in turn owned by 
somebody who has foreign-flag operations? It becomes quite a detec- 
tive job. 

Mr. Apams. It does, and it is difficult to qualify each year under the 
citizenship question. 

Mr. Marurarp. The citizenship question is probably a little easier 
to handle than trying to find out whether some of those stockholders 
in turn have other interests that in turn might have a foreign-flag 
operation. It is not almost impossible to trace that? 

Mr. Avams. It is true, but you will always know who owns 5 per- 
cent of your corporation or more as one individual, I believe. 

Mr. Casey. Would the gentleman yield there? 

Mr. Maruu1arp. Does American President Lines own some of your 
stock ? 

Mr. Apams. No, sir. That is owned by Natomas. 

Mr. Maruutarp. Well, I guess there is no use in pursuing this par- 
ticularly, but I would think it would be virtually impossible to trace 
the possible interrelationship of ownership which might have for- 
eign-flag affiliation. 

One point that has been brought out here is that in the case of the 
oil companies, it is a very shining example that most of them do have 
foreign-flag operations and people own some big chunks of their 
stock that also might have a substantial interest in one of these sub- 
sidized lines. 

Mr, Apams. It is my opinion, Mr. Mailliard, that a suitable polic- 
ing of this could be done by Maritime if the law was so changed as to 
‘protect the operator and to protect the public and the public interest 
from domination by owners of foreign-flag vessels. 

Mr. Maiurarp. If you use the word “domination,” I think that is 
probably quite true but the way this is worded it seems to me that it 
is aquestion of ownership. A person might not even know he has this. 

I imagine most people owning Standard Oil stock do not know that 
they own a piece of some foreign-flag tankers. 

That is all I have. 

Mr. Casry. You say anyone would know who owns 5 percent of the 
stock. Were you here yesterday ? 

Mr. Apams. Yes, sir, I was. 

Mr. Casey. Mr. Gibbons testified that there was 35 percent of their 
stock held by brokers and banks and he did not know who was the real 
owner. 

Mr. Apams. For the purposes of declaring them legal or illegal, 
Mr. Casey, I believe that that could be determined if it was necessary 


‘for the corporation to qualify themselves for subsidy. 


Mr. Casry. I have no further questions. 
The Cuarrman. Thank you very much. 
Mr. Apams. Thank you, sir. 

The Cuarrman. Mr. Purdon. 
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STATEMENT OF ALEXANDER PURDON, EXECUTIVE DIRECTOR, 
COMMITTEE OF AMERICAN STEAMSHIP LINES 


Mr. Purvon. Mr. Chairman, I have addressed a letter to the com- 
mittee which I will read with your permission. 

DEAR CONGRESSMAN BONNER: I refer to your letter of June 25, 1959, in which 
you invited me to express the views of the committee of American Steamship 
Lines on H.R. 7601. 

In a previous letter dated June 19, 1959, I expressed our support of the prin- 
ciple that public hearings be required in proceedings relating to foreign-flag 
interests or relationships of steamship lines holding operating-differential sub- 
sidy agreeents with the United States. At the same time, we indicated that the 
draft bill contained certain technical deficiencies which should be corrected. 
This has largely been accomplished in the staff redraft enclosed with your letter 
of June 25. However, we would suggest that the committee consider the advis- 
ability of requiring public hearings only when such are requested by interested 
parties. 

In view of the fact that individual member lines—of our committee—have been 
requested by your committee to testify at the hearings—and have so testified— 
we feel that it is unnecessary for us to comment in detail on H.R. 7601, but we 
hope that our support of the basic objectives as expressed herein may be incor- 
porated in the record. 


The CHairman. Are there any questions ? 

Mr. Drewry. Mr. Purdon, you say that there are certain things that 
should be corrected. You mention specifically the advisability of 
requiring public hearings only when they are requested by an inter- 
ested party. Are there other points as to substance that you feel 
should be corrected ? 

Mr. Purpon. Mr. Drewry, that reference, of course, was to technical 
deficiencies in the first draft. I believe that the first draft did not 
have a waiver procedure. Your second draft has incorporated a 
waiver procedure so that I have said in the letter that that deficiency 
has been corrected. 

I believe also that the first draft required a unanimous vote of the 
Board and that has been corrected in your second draft. 

These are the points to which I had primary reference. 

Mr. Drewry. That is all I have, Mr. Chairman. 

The Cuarrman. Mr. Tollefson ? 

Mr. Touuerson. I have no questions. 

The Cuarrman. Mr. Downing? 

Mr. Downtna. I have no questions. 

The Cuarrman. Mr. Ray? 

Mr. Ray. I have no questions. 

The Cuatrman. Mr. Casey ? 

Mr. Casey. I have no questions. 

The Cuarrman. Mr. Mailliard ? 

Mr. Matuuiarp. I have no questions. 

The Cuarrman. Thank you. 

Mr. Purvon. Thank you. 

The Cuarrman. Mr. Shapiro, of the American Merchant Marine 
Institute. 
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STATEMENT OF ALVIN SHAPIRO, VICE PRESIDENT, AMERICAN 
MERCHANT MARINE INSTITUTE 


Mr. Suariro. Mr. Chairman, if I may, I would like to read the let- 
ter that we originally addressed to the Chairman on this subject and 
then hold myself available for any questioning. 


Mr. DEAR Mr. CHAIRMAN: The American Merchant Marine Institute, Inc., is 
a trade association representing over 50 steamship companies, thereby constitut- 
ing a substantial majority of the entire American merchant marine. 

We wish to comment briefly on H.R. 7601. It appears to us that at the very 
heart of this legislation lies the requirement for public hearings at which facts 
may be developed in connection with the foreign-flag affiliation, direct or in- 
direct, of any contractor under title VI or any charterer under title VII, of the 
Merchant Marine Act of 1936. Since this involves primarily public revelation of 
the facts under consideration, we concur fully with the purposes and principles 
involved in the proposed legislation. 

We might, however, emphasize two particular points completely in consonance 
with the purpose of the proposed legislation. Under section 1 of the bill, no 
provision is made for any waiver, even following public hearings, in the award 
of a subsidy should there be revealed any element of control or common owner- 
ship between an applicant for an operating-differential subsidy and some foreign- 
flag affiliation competing on an essential American trade route. We hope the 
committee will consider the possibility of providing that under certain circum- 
stances, in the interest of development of a large and modern American mer- 
chant marine, some waiver authority might be granted should there be clear 
evidence available to the Maritime Board that such a waiver will be in the 
interest of the American merchant marine. 

In connection with section 2, serious consideration should be given before 
there is imposed a requirement for unanimous vote of the members of the Board. 
This would be the only provision of the act which would require unanimous 
vote. It is entirely possible that the absence of a Board member, or the exist- 
ence at any time of only two Board members because the other has not been 
designated, could tend to frustrate the making of proper decisions aimed at 
developing an American-flag merchant fleet consistent with our national 
maritime policy. 

I respectfully request that this letter be made a part of the record of H.R. 
7601. 


Sincerely yours, 
ALVIN SHAPIRO. 

Mr. Chairman, those comments are addressed to the original ver- 
sion of 7601. I am delighted to say that both of those suggestions 
have been incorporated in the redraft. 

That closes our letter. 

The CuarrmMan. You support the redraft as now proposed ? 

Mr. Suaptro. We do; yes. We certainly support the principle of 
the redraft. We have just a little bit of question about the bene- 
ficial ownership provision. These are not points in opposition to it 
as such by any means, but, listening to the hearing, I am getting more 
and more convinced that there is more than one way to skin this cat. 
I am a little concerned that the 5 percent beneficial ownership provi- 
sion is really no magical number. It could, for instance, force the 
sales of noncontrolling interests that might be in excess of 5 percent. 
On the other hand, it might not force the sale of controlling interest 
which is manifest by only 5 percent of the corporate ownership. 











172 FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 


In addition, Mr. Chairman, it seems to me, and this is purely per- 
sonal judgment, that the framework of a bill or that particular 
provision provides an inducement for divestiture of the American 
ownership rather than inducing the divestiture of the foreign owner- 
ship 

If this takes place in any substantial amount, assuming that the 
condition exists in the first place and therefore this divestiture must 
take place, you might find an awful lot of stock floating around, 
This could not do the American steamship industry or the particular 
company or companies involved very much good. 

We are trying to promote public inv estment in steamship company 
stock. It is my judgment that the 5 percent beneficial clause should 
be much more readily applicable to the ownership in the foreign 
affiliation rather “ths an in the American company. This would, in our 
opinion, be more likely ‘0 compel divestiture of the foreign-flag affilia- 
tion which is, after all, what I think is intended to be done “by this 
bill. 

The Cuamman. Are there any questions by the staff? 

Mr. Drewry ? 

Mr. Drewery. Mr. Shapiro, one point that has been touched on only 
briefly is the question of whether the decision in an 804 case or the 
hearings or the procedure of handling an 804 matter should be before 
the Board or the Administration. 

Do you have any comments to make on that point ? 

Mr. Suaptro. It would seem to me as though it would almost 
necessarily have to take place before the Board on the basis of the 
administrative procedures under which these hearings of this nature 
have taken place in the past. I am subject to be corrected on this 
but I do not think this is within the purview of the Administration. 

Mr. Drewry. The statement was made by Mr. Morse or one of 
his associates that in the case of proceedings held after subsidy has 
been awarded, it should be handled administra tively, whereas prior 
to award, they should have it handled through the Board. 

Mr. Swaprro. Well, Mr. Drewry, I would say this about this prob- 
lem. You are dealing now with 605 by which an applicant might get 
an award. Then you are dealing with the situation perhaps one di ay 
after the award under 804 as to whether he is entitled to hold an 
award. This seems to me to be a terribly wasteful process. 

If you are making the subject of foreign-flag affiliation an issue 
as to entitlement to a subsidy, it cert: ainly seems to me as though 
it should be held at the time you are granting the applicant the right 
to get a subsidy. 

It is perfectly silly to give him a subsidy and then 8 days later, or 

1 day later or 6 months later, go through this particular issue by 
which you may divest him of the subsidy you wasted all the time in 
the hearing on in the first place, 2 days or 6 months before 

In other words, Mr. Drewry, to answer your question it seems 
to me as though you cannot draw the line here between giving a man 
a subsidy under 605 and entitling him to hold the subsidy under 804. 

This, from all basic thinking in administration, it would seem to 
me, should take place simults aneously and therefore should take place 
under the Board rather than the Administration. 
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Mr. Drewry. I was thinking particularly of after occurring events 
where a nonsubsidized operator has been in business for several years 
and has met all the requirements in advance and then subsequently 
for one reason or another it seems desirable to take on some kind of 
foreign-flag affiliation. 

My question is, do you feel that the same machinery should be 
ad in that case, an after-occurring event, as in the first case? 

Mr. SHapriro. There are two things about the w ay your question 
was framed, Mr. Drewry. If this is something that has taken place, 
let us say, 4 or 5 years after the Board has originally made its 
decision, then the Board really did not decide on the facts that it is 
now being asked to decide upon, so that I am not concerned about 
prejudice “insofar as they are addressing themselves to new facts. 

In the second place, I do not think the Maritime Administration is 
legally constituted to conduct these hearings but this is something 
that surely General Counsel at Maritime could enlighten you on much 
more than I. 

Mr. Drewry. Thank you, Mr. Shapiro. 

The CHarrman. Mr. Tollefson? 

Mr. TotueFson. I have no questions. 

The Cuairman. Mr. Downing? 

Mr. Downing. I have no questions. 

The CHarrMan. Mr. Mailliard? 

Mr. Marur1arp. I have no questions. 

The CuarrMan. Mr. Casey / 

Mr. Casey. I have no questions. 

The CuatrMan. On Friday, this committee will hear the General 
Accounting Office and the members of the committee would like to 
have Mr. Morse return if it is convenient for Mr. Morse to come on 
that day. 

Do you know, Mr. Guill, whether it would be convenient for Mr. 
Morse / 

Mr. Guirt (Ben H. Guill, Vice Chairman, Federal Maritime 
Board). Mr. Chairman, I do not think Mr. Morse will be back by 
Friday. 

The Cuatrrman. Then we will have Mr. Morse next week. 

Mr. Guiiu. If he is back I am sure he would be glad to be here. 

The CHarrman. Does the American Steamship Association have a 
representative present ¢ 


STATEMENT OF J. MONROE SULLIVAN, VICE PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION 


Mr. Sutuivan. Mr. Chairman, I have a very short letter which we 
filed with the committee yesterday on the legislation. 


DEAR CONGRESSMAN BonNER: The Pacific American Steamship Association re- 
presents a large majority of the American-flag carriers serving the Pacific coast 
and, as such, we are interested in H.R. 7601, a bill to amend the Merchant Marine 
Act of 1936. 

This association in general supports the principle of public hearings when re- 
quested by interested parties and we have no objection to the amendments pro- 
posed by the committee of American Steamship Lines in a communication sent to 
you on June 19, 1959. 


43399-—59——12 
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It is respectfully reuqested that this letter of support be made a part of the 
official hearing record 0 this legislation. 

The CratrrmMan. Your association supports the bill with the pro- 
posed amendments ? 

Mr. Sutiivan. That is right. The amendments proposed by the 
committee of American Steamship Lines. 

The Cuarrman. Are there any questions? 

Mr. Martturarp. I would like to ask one question. 

The Cuatrrman. Mr. Mailliard. 

Mr. Mariurarp. Has Pacific Steamship Association given any de- 
tailed consideration to this 5 percent aspect of the redraft? 

Mr. Sutiivan. I do not know that they have. My guess is that they 
have not as such, because we represent both subsidized and nonsub.- 
sidized operators, and I think they prefer to have most subsidy matters 
handled through the committee of American Steamship Lines. 

Mr. Drewry. Mr. Sullivan, I believe you read that you were sup- 
orting the amendments proposed by the committee of American 
teamship Lines? 

Mr. Sutiivan. We have no objection to them. 

Mr. Drewry. You have no objection to them and reference was made 
to their original letter in which Mr. Purdon just brought out that the 
redraft has met the points that they raised. 

Does your position state no objection to the committee of American 
Steamship Lines present position with regard to the redraft? 

Mr. Sutuivan. Since the majority of our members have subsidized 
lines, we agree with what the committee of American Steamship Lines 
has said. 

Mr. Drewry. That is all, Mr. Chairman. 

The CuatrmMan. Thank you, Mr. Sullivan. 

Mr. Sutitvan. Thank you, sir. 

The Cuarrman. Mr. Greene. 


STATEMENT OF FRANCIS T. GREENE, COUNSEL, PRUDENTIAL 
STEAMSHIP CORP. 


The CuatrMan. Mr. Greene, give your full name and association. 

Mr. Greene. Mr. Chairman and members of the committee, my name 
is Francis T. Greene, and my office address is 1116 Woodward Build- 
ing. I am appearing today at the request of the chairman to discuss 
H.R. 7601 as it has been redrafted. I shall limit my consideration 
of the pending legislation to its impact upon Prudential Steamship 
Corp., an applicant for operating-differential subsidy under the Mer- 
chant Marine Act, 1936. 

In the first place, I see no objection to a requirement of public hear- 
ings prior to issuance of section 804 waivers. In the second place, 
I wish to state for the record that Prudential Steamship Corp. which, 
ever since World War II, has operated a fortnightly American-flag 
berth service between the North Atlantic and the Mediterranean, is 
a 100 percent U.S.-flag operator. It has itself no foreign-flag rela- 
tionships within the scope of section 804 except for the fact that one 
of its directors who is a minority stockholder has interests in foreign- 
flag oil tankers and tramp ships. This is fully stated in its 
application. 
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I believe that I should urge reconsideration by this committee of 
the proposal cont: uined i in the redraft of H.R. 7601, at least as I have 
read it reported in the Congressional Information Bulletin, which 
proposal would require section 804 waivers in any case where any 

rson holds or has “a beneficial interest in 5 percent or more of the 
stock of the applicant” if such person directly or indirectly owns, 
charters, acts as agent or broker for, or operates any foreign- flag 
vessel competing w ith an American flag service on an essential for elgn 
trade route. At the present time, section 804 prohibits such foreign- 
flag affiliations unless a waiver has been issued only where the sub- 
sidized operator or any subsidiary, affiliate, or associate thereof or any 
ofticer, director, agent, or executive thereof has such affiliations. It 
seems to me that ‘the requirement for a waiver and public hearings 
where the only foreign-flag connection is that of a minority stock- 
holder not in direct or indirect control of the subsidized corporation 
goes further than necessary. In many cases, this may impose prac- 
tical or financial burdens upon American-flag steamship ee 
without furthering the purposes and policy of the 1936 act. At the 
present time the statute is applicable where there is a control relation- 
ship between the American subsidized corporation, its officers’ and 
directors, et cetera, and a foreign-flag operation. Thus, the situation 
to which section 804 is now addressed is one within the control of the 
subsidized corporation. It seems to me that this goes far enough. 

Furthermore, it would seem to me that the 5 percent stockholder 
requirement will create serious difficulties in the case of our major 
American-flag steamship lines, the stock of which is publicly traded 
on national securities exchanges or in the over-the-counter market. 
There is no way in which the steamship corporation definitely can 
know or ascertain what percentage of its stock may be owned bene- 
ficially, but not of record, by persons who may have the prohibited 
foreign affiliations. If such stock is publicly traded can be and fre- 
quently is, and I might say generally is, registered in “street name” 
or the name of a nominee, neither the corporation nor its transfer 
agent in such a case has any definitive way of knowing where ultimate 
beneficial ownership may lie except on the basis of representations 
made by the beneficial owner concerned if he is known. 

Accordingly, I respectfully suggest that the objectives of this bill 
to require public hearings could be fully accomplished merely by 
adding to the present section 804 a further requirement that public 
hearings must precede the Maritime Administrator’s determination 
that, and I quote from the statute, “special circumstances” and “good 
cause” exist for the granting of a waiver. 

Thank you for the opportunity of this appearance. 

The CHarrman. Are there questions? 

Mr. Zincxe. Mr. Greene, at the bottom of page 2, the last sentence, 
you say: 


There is no way in which the steamship corporation can know or ascertain 
what percentage of its stock may be owned beneficially, but not of record, by 
persons who may have the prohibited foreign affiliations. 

What difference does it make whether the corporation knows or does 
not know what percentage of stock is owned by such persons? 








176 FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 


Mr. Greene. Well, addressing myself to the redraft of the bill, and 
let us take section 2 dealing with 804: 


It shall be unlawful for a contractor— 
and so forth— 


or any holding company or person holding or having a beneficial interest in 5 
percent or more of the stock— 
to have any of these foreign-flag connections unless a waiver is issued, 

Mr. ZIncke (reading) : 

It shall be unlawful for any person holding or having a beneficial interest in 
5 percent or more of the stock. 

Why does the corporation have to know about it ? 

Mr. Greene. You say it shall be unlawful for the person holding 
5 percent to do what, sir? 

Mr. Zincke. To have affiliations. It is unlawful for him to have 
the interest in the foreign-flag vessel. Is that not what the language 
says ? 

Mr. Greener. That is what it appears to say. 

Mr. Zrncxe. Then under the circumstances, what difference does it 
make whether the corporation knows that he has it or not ? 

Mr. Greene. Well, presumably it would certainly cloud or affect 
the right of the corporation to receive subsidy. I think that is the 
purpose of it, is it not, unless it has the waiver, of course ? 

Mr. Zrncxe. Presumably if the language merely prohibits pe 
individual from owning the stock, it clouds the right of the corpora 
tion to have the subsidy 7 

Mr. Greene. Yes; because that is the point of impact, the eligibility 
for the privilege of the corporation to have a subsidy. I think if 
you were to prohibit a citizen from owning; that is, m: aking it unlaw- 
ful for a minority stockholder to have any of these foreign- flag 
affiliations, that serious constitutional questions would be raised. 

Mr. Zincxe. Well, at the present time there exists law which oper- 
ates on occasion that prohibits enemy aliens from owning certain 
securities ; is there not ? 

Mr. Greene. Enemy aliens? 

Mr. Zincke. Yes. 

Mr. Greene. Are you talking about under wartime statutes of 
trading with the enemy ? 

Mr. Zrncxe. Yes. 

Mr. Greene. Under wartime statutes, the Trading With the Enemy 
Act, and so forth, you have a somewhat different situation. 

Mr. Zincke. If an enemy alien, under those statutes, owned a share 
of stock in one of the subsidized lines, that would not affect the sub- 
sidy, would it? It would not affect the operations of the company ? 

Mr. Greene. I have raised the question. 

Mr. Zincke. I am raising it. 

Mr. Greene. I have not looked up the law and I do not know the 
value of giving an off-the-cuff answer to the Trading With the 
Enemy Act. 

Mr. Zincxe. But you still think it is important for the corporation 
to know whether an individual holding more than 5 percent of its 
stock has foreign-flag operations under the proposed bill? 
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Mr. Greene. Even under the proposed bill, I do not know how the 
corporation could ascertain that. 

Mr. Zrncxe. I come back to my original question, Mr. Greene. 
What difference does it make whether they do or not? The corpora- 
tion is not affected. The individual has a sanction of law that he 
shall not own it. 

Mr. Greene. That raises, as I say, constitutional question as to the 
right and the deprivation of property without due process, which 
Icannot go into here. 

Mr. Zincke. But the question is as to the right of the individual 
to hold the stock. It does not go to any question as to the corpora- 
tion knowing or being affected by the individuals owning that stock. 

Mr. Greene. That is quite true. 

Mr. Zincxe. Then under the circumstances, it does not make any 
difference whether the corporation knows that the person owns that 
stock ? 

Mr. GREENE. Well, I may have misconceived perhaps the purpose of 
the bill and I have not discussed it with the staff. I am not too fa- 
miliar with the background. I am testifying at the request of the 
chairman. I would assume that if the corporation knows that one of 
its 10 percent stockholders, we will say, above 5 percent, has in his own 
individual capacity these foreign-flag affiliations, that that would cer- 
tainly cloud or affect the right of the corporation to obtain operating 
subsidy either under a contract being applied for or an existing con- 
tract. 

Mr. Zincxe. Under an existing contract. You are familiar with 
the Merchant Marine Act. Assume that this bill became law and the 
situation existed. What would happen to the subsidized operator un- 
der this language of this bill? 

Mr. Downtnc. May I interrupt for a minute, Mr. Chairman? 

The same question came up yesterday and it appears that the way 
section 2 is worded has given a lot of us, including me, the feeling 
that the contractor wall lose his subsidy if any of his stockholders 
violated this provision. 

I have just now seen that it only applies if the contractor or person 
owns a part of a foreign-flag operation. 

I can see the distinction now but I think the wording of section 2 
has caused a great number of us a lot of difficulty in understanding 
this section. 

Mr. Greene. I think there has been a general feeling certainly that 
where sucha foreign-flag affiliation existed, the subsidized operator 
was not entitled to subsidy. 

That was the legal sanction to enforce that provision. 

Mr. Zincxe. I am asking you to look at the language of the bill, 
Mr. Greene. Wherein is the problem to the contractor if a stockholder 
holds more than 5 percent ? 

Mr. Greene. As I read it quickly, section 2 of the redraft as pub- 
lished in CIB of June 26 does not in terms prohibit the payment of 
subsidy. It says: 


It shall be unlawful for a corporation— 
and so on down the line— 


for a 5 percent stockholder * * * to directly to indirectly own, charter, or 
operate. 
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That is what it says to me. 

Mr. Zincke. I am going back now to your statement that there is 
no language in which the steamship corporation could know what per- 
centage is owned by these individuals and I ask what difference does 
it make whether the steamship corporation knows it or not since the 
corporation would not be affected by such ? 

Mr. Greene. I think you are right on that. 

Mr. Downrna. I think it points up, Mr. Chairman, that it should be 
clarified. 

Mr. Zincke. That may well be, sir. 

The Cuarrman. Are there any further questions? 

Mr. Maru14rp. I would like to ask a question to see if I understand 
this draft. 

Under the first part of the bill, paragraph (d), it says the Board 
shall not approve subsidy if this relationship exists and it includes the 
5 percent. Would it not then be reasonable to suppose that, if it later 
exists, the right to a subsidy would be jeopardized ¢ 

Mr. ZinckeE.: Are you asking me? 

Mr. Marmuiarp. I am asking Mr. Zincke since he raised the ques- 
tion. 

Mr. Z1ncxe. My opinion is no, since the sections are entirely sepa- 
rate. 

Mr. Maruzarp. I am talking about section (d). 

Mr. Zincxe. Yes, sir; I know you are. 

Mr. Marrurarp. If one of the stockholders that has 5 percent has 
these other connections, they cannot issue a subsidy. 

Mr. Zrncxe. That is right, sir. 

Mr. Mari1Arp. They investigate and do not find this and they issue 
the subsidy. Then later on it turns out that that situation does exist. 

Is it all right then? The subsidy is not forfeited ? 

Mr. ZinckE. The answer to that is that in my opinion the subsidy is 
not forfeited because of the difference in language. 

Mr. Matuuiarp. Is that not an absurd way to write a bill so that you 
cannot sign a subsidy contract if a certain situation exists but if it 
exists 5 minutes after the contract is signed the subsidy contract is 
valid? 

Mr. Zincxe. If we can go back to our example, Mr. Mailliard, we 
have the situation with States Marine. Here we have a stockholder 
owning more than 5 percent of a company with foreign-flag connec- 
tions. Under those circumstances, the bill says that no subsidy shall be 
granted, the theory being, of course, to keep the American merchant 
marine American, if you will. 

Now, subsequently you have a publicly owned corporation. The 
corporation itself in good faith has proceeded to divest itself when 
it obtains subsidy. Because of subsequent events somebody acquires 
a greater interest. It is unreasonable to penalize the other 94.9 per- 
cent of the stockholders if one individual, by his individual act not 
with any connection with the corporation, proceeds to do what is 
prohibited here. 

In the first place, you have a question of initial control. In the sec- 
ond place, you have a question of an outside act. 

Mr. Marurarp. I understand that but I am still bothered by the 
fact that the subsidy contract would apparently remain in force even 
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though a condition exists which would have prevented it being signed 
in the first place. That seems to me a little peculiar. . 

The Cuarrman. Are there any further questions? 

Thank you, Mr. Greene. 

Mr. Greene. Thank you, sir. 

The CuairMaN. Is there a representative of the General Accounting 
Office here ? 

Would the General Accounting Office be prepared to have a wit- 
ness appear on Friday of this week ? 

Mr. Brown (Arch B. Brown, attorney, General Accounting Office). 
Yes, sir. 

The CHatrMan. The committee will stand adjourned until 10 
o'clock Friday of this week, at which time the General Accounting 
Office and, if convenient for him, Mr. Morse will be the witnesses. 

(Whereupon, at 12:45 p.m., the committee adjourned to reconvene 
at 10 a.m., Friday, July 10, 1959.) 
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FRIDAY, JULY 10, 1959 


Houser or REPRESENTATIVES, 
SUBCOMMITTEE ON MERCHANT MARINE 
OF THE COMMITTEE ON MercHANT MARINE AND FISHERIES, 


Washington, D.C. 


The subcommittee met at 10 a.m., pursuant to adjournment, in 
room 219, Old House Office Building, Hon. Hebert C. Bonner (chair- 
man) presiding. 

Present: Representatives Bonner, Miller, Downing, Casey, Tollef- 
son, and Ray. 

Staff members present: John M. Drewry, chief counsel, Bernard J. 
Zincke and Robert H. Cowen, counsel, and William B. Winfield, chief 
clerk. 

The CHarrMan. The committee will come to order. 

The committee will hear this morning the General Accounting Of- 
fice on the proposed bill, H.R. 7601, as revised. 


STATEMENT OF ARCH B. BROWN, ATTORNEY, OFFICE OF THE GEN- 
ERAL COUNSEL, GENERAL ACCOUNTING OFFICE, ACCOMPANIED 
BY R. F. OLSON AND A. M. DODDS 


Mr. Brown. Mr. Chairman and members of the committee, my name 
is Arch B. Brown. I am an attorney in the Office of the General 
Counsel of the General Accounting Office. 

I have been authorized to represent the Office on these bills at this 
hearing. 

I have with me Mr. Rudolph Olson and Mr. A. M. Dodds of our 
Office. 

We hope that we can answer any question that you might have for 
us in connection with this bill. 

Mr. Chairman, I have no prepared statement but I do have copies 
of our reports of the Comptroller General to this committee which, 
with your permission, I would like to read. 

The first letter is dated May 21,1959: 


Hon. Hersert C. BONNER, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

DeaR Mr. CHAIRMAN: Further reference is made to your letter of April 27, 
1959, acknowledged on April 28, requesting the comments of the General Ac- 
counting Office concerning H.R. 6601, 86th Congres, 1st session, entitled “A bill to 
amend section 605 of the Merchant Marine Act, 1936, to provide further re- 
quirements for applicants for operating-differential subsidies.” ‘ 

18 
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The proposed amendment, which would add a new subsection (d) to section 
605 of the 1936 act would require, as a condition precedent to the granting of 
an operating-differential subsidy contract under title VI that the Federal Mari- 
time Board determine, after public hearings that “* * * the applicant does 
not control, is not controlled by, and is not under common control with, any 
person who, directly or indirectly, owns, charters, acts as agent or broker 
for, or operates any foreign-flag vessel which competes with any American-flag 
service determined to be essential as provided in section 211 of this act.” 

As you know, section 804 appearing under title VIII of the Merchant Marine 
Act, 1936, as amended, and entitled “Contract Provisions,” contains a prohibition 
against subsidized operators having foreign-flag affiliations, in the absence of 
a specific waiver ; but, unlike section 605(c), which specifically requires “proper 
hearings of all parties,” no hearings are required under section 804, since the 
latter merely declares the illegality of foreign-flag affiliations by subsidized 
contractors at any time, and is completely separate and apart from those elements 
to be considered and determined under section 605(c). Hence, it would appear 
that while the present bill is intended to embody an additional requirement that 
the subject of foreign-flag affiliations of an applicant be considered at the time 
of its original application and prior to the granting of an operating-differential 
subsidy contract, section 804 will not be disturbed, because its provisions will 
continue to be applicable to any subsequent violations occurring during the life 
of the subsidy contract. 

In view thereof, and while we recognize that the proposed legislation is a matter 
of policy for determination by the Congress, we believe that a requirement that 
a determination with respect to foreign-flag affiliations of an applicant be made 
prior to execution of an operating-differential subsidy contract is in consonance 
with the basic obj°ctives of the act in promoting a strong American merchant 
marine, free from foreign-flag affiliations at the inception of the subsidy contract. 
Therefore, in our opinion, the measure merits favorable consideration by your 
committee. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


On June 9, 1959, the Comptroller General addressed a letter to the 
chairman of this committee: 


DEAR Mr. CHAIRMAN: Reference is made to your letter of June 6, 1959, request- 
ing the comments of the General Accounting Office concerning H.R. 7601, 86th 
Congress, 1st session, entitled “A bill to amend the Merchant Marine Act, 1936, 
to provide further requirements for applicants for and contractors under 
operating-differential subsidy contracts.” 

The first paragraph of the present bill is identical with H.R. 6601, 86th Congress, 
1st session, upon which we reported to your committee on May 21, 1959. Section 
2 of H.R. 7601, however, amends section 804 of the Merchant Marine Act, 1936, 
as amended, by requiring public hearings by the Federal Maritime Board prior 
to the granting of a waiver of its provisions, and also that such waiver be by the 
unanimous vote of its members. 

As stated in our report concerning H.R. 6601, we believe that a requirement 
that a determination with respect to foreign-flag affiliations of an applicant be 
made prior to execution of an operating-differential subsidy contract is in con- 
sonance with the basic objectives of the act in promoting a strong American 
merchant marine free from foreign-flag affiliations at the inception of the subsidy 
contract. Since H.R. 6601, which is designated to become section 605(d) of the 
act, specifies public hearings in line with similar requirements of the preceding 
section 605(c), it would appear logical, in the interest of uniformity, likewise 
to have public hearings under section 804 concerning the matter of foreign-flag 
affiliations prior to a waiver by the Board. 

We should, however, like to call attention to an apparent inconsistency and 
possible inequity in the two sections of H.R. 7601 in that the first section 
makes no provision for a waiver on the part of the Board, while such discretion 
is granted under section 804. This your committee may wish to reconcile during 
the course of its deliberations on the bill. Furthermore, it is observed that line 
16 on page 2 of the bill makes reference to section 211 determinations by the 
Board, whereas it is our understanding that all determinations under section 211 
heretofore have been made by the Maritime Administrator pursuant to Reor- 
ganization Plan No. 21 of May 1950. 
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The matter of requiring a unanimous vote of the Board, in our opinion, is 
purely a matter of policy for determination by the Congress, with respect to 
which we make no recommendation. 

Mr. Chairman, the rewrite of H.R. 7601 has not formally been sub- 
mitted to the Comptroller General for his report. However, a copy 
of it was forwarded to me last Thursday and we have looked it over 
and we have one or two observations to make with respect to it which 
has not been given in the form of a written report to this committee. 

Of course, we start off by saying that we do not have sufficient in- 
formation with respect to the need for or desirability of this 5 percent 
phrase “5 percent or more of the stock of the applicant,” this bene- 
ficial interest. We are not in a position, I am told, to ascertain what 
the impact of this would be on other or all subsidized lines. 

We do think that it should be clarified with respect to the type of 
stock, whether it is moneywise or various other types. We do not 
know whether the 5 percent is a proper percentage. We do not know 
whether 5, 10, 50, 100 or none is proper. That, of course, is going to 
be a matter purely for this committee and the Congress. 

We also have felt that this thing should be entered into with a great 
deal of care because of the impact it might have upon the sale of 
securities of all subsidized carriers. 

Of course, since we have made this study and this observation, we 
have heard this same thought expressed before this committee in prior 
hearings. We express no opinion as to whether or not it should be 
incorporated but we think perhaps we do have a suggestion that may- 
be, instead of having a statute, you might let it be | by administrative 
regulation of the Federal Maritime Board. We are just not in a 
position to know how effectively this particular clause can be admin- 
istered. 

Those are, Mr. Chairman, our views with respect to the rewritten 
draft of 7601. 

Now I shall be happy to attempt to answer any question with re- 
spect to these bills. 

The Cramrman. Due to the unexpected change in the legislative 
situation in the House of Representatives this week, the committee 
finds itself in a position of not having a quorum of its membership 
present. Because one member of the ‘committee now present has an 
engagement to leave town at 11 o’clock, [ am going to let Mr. Ray 
ask any questions which he has at this time. 

Mr. Ray. Thank you, Mr. Chairman. 

The CuarrmMan. The committee will adjourn at 11 0’clock. It might 
be possible to call you back next week so that other members may ask 
questions of the General Accounting Office. 

Mr. Ray? 

Mr. Ray. Mr. Brown, for our record, would you tell us how 804 
questions come to you? 

Mr. Brown. 804 questions, Mr. Ray, normally do not come to us. 
This particular question has come to us through the device of these 
proposed bills, 6601, and 7601, but we in the General Accounting 
Office normally have no jurisdiction or I have no recollection of us 
having considered any 804 matters, as such, certainly not in the origi- 
nal state and, I believe, Mr. Olson can answer that also. 

Mr. Ray. You have been asked, have you not, in the States Marine 
case to pass upon the 804 questions? 
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Mr. Brown. Mr. Ray, the Chairman of the Federal Maritime Board 
has submitted to the Comptroller General that question as to whether 
the method of divorcement from the New York concern in our opinion 
is a legal separation of the entities. 

Mr. Ray. Has he submitted similar questions as to other subsidy 
problems ? 

Mr. Brown. Other subsidy problems? Well, we do have submis. 
sions from the Maritime Board continuously on various questions 
within the act. 

Mr. Ray. Are they questions related to 804 requirements ? 

Mr. Brown. I have no recollection of ever having seen that before, 

Have you? 

Mr. Otson. No. 

Mr. Ray. This isa novel case, then, in that regard ? 

Mr. Brown. It is novel to the extent that it is the first time I recall 
every having this particular question before us 

Mr. Ray. Have questions been referred to you after subsidy con- 
tracts have been awarded as to whether there has been a violation of 
804 ¢ 

Mr. Brown. I have no recollection of any such question. Asa matter 
of fact, just thinking here, I just wonder why it would come to us 
because 804 as it presently exists, in my opinion, has the aspects of a 
criminal statute. 

Mr. Ray. That is right. 

Mr. Brown. And if a subsidized operator should become entangled 
with 804, should be in violation of it, it seems to me that that would 
be certainly a matter of the Board and perhaps the Department of 
Justice. 

Mr. Ray. I think you have covered the point I had in mind when 
you said that the Maritime Administrator has not referred any ques- 
tion of that sort to your organization, prior to this pending case. 

Mr. Brown. That is my recollection and I think my associates agree 
that this is perhaps the first time the matter of section 804 or its na- 
ture has been presented to us in the General Accounting Office. 

Mr. Ray. Then, of course, the next question is what are the stand- 
ards by which you guide yourselves in dealing with such applications? 
I presume there are none except as you devise them for purposes of 
the pending case. 

Mr. Brown. I hope I understand you, sir. We certainly have no 
A, B, C, standards in arriving at any decision or conclusion. About 
the only standards we have are hard work and research and study. 

Mr. Ray. What sort of procedures do you follow in getting infor- 
mation that would enable you to answer the question that has been 
asked of you by the Maritime ? 

Mr. Brown. We resort to every avenue of information that we can 
think of, legislative history, administrative reports, and we welcome 
any type of information that will be of help and that is pertinent to 
the issue. 

Mr. Ray. What sort of inquiry do you make of the applicant? 

Mr. Brown. We do not get involved with the applicant. Submis- 
sions pertaining to these maritime laws are usually submitted, and 
when I say “usually,” I mean that practically all are submitted to 
us by the Maritime Board and our decision and our response is di- 
rected to either the Administrator or the Chairman of the Board. 
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Mr. Ray. In this case, that means’ that the evidence before you is 

that which has been submitted to you by the Maritime Administra- 
? 

ag Brown. That is right, and, of course, not only with the Mari- 

time but with any agency head, if we feel that we need any additional 

information we alway s request it of the agency. 

Mr. Ray. You do not, for example, consider or have available to 
you the views of those who have objected to the granting of this sub- 
sidy and have attempted to raise 804 issues 4 

Mr. Brown. No,sir. Weare not in that field at all. 

Of course, in section 605(c), I think that is probably circumscribed 
by the Administrative Procedure Act which, as we know, has en- 
tailed many years of hearings. We are not involved in that one bit. 

Mr. Ray. Mr. Chairman, I do not think it would be well to put into 
the record the documents which were submitted by Maritime to Mr. 
Brown’s organization, but it seems to me that it would be appropriate 
to inquire whether there would be any difficulty about showing that 
record to counsel for the committee. That is the foundation upon 
which the opinion would be given in the States Marine case. It is 
a written foundation which has been presented to this office by the 
Maritime Administrator. 

The Cuarrman. Have you received such a document as Mr. Ray re- 
fers to from the Maritime Administration ? 

Mr. Brown. We have received information, backup material of the 
Maritime Board which they have sent to us with their submission for 
our review. 

Mr. Ray. That is what I understood. That is the record on which 
you base your conclusion ? 

' Mr. Brown. That is right, plus any additional information that 
we might deem nec essary to request from them in support of it. 

Mr. Ray. Is that a part of your written record, then ? 

Mr. Brown. That is a part of our written record upon which our 
decision is based ; yes, sir. 

Mr. Ray. Is the additional information you develop yourself a 
part of your written record ? 

Mr. Brown. We develop that as we feel it is needed. If we feel 
that there are some missing links which we cannot hurdle, we have to 
get some additional infor mation. That is our usual procedure in all 
of our decisions. 

Mr. Ray. Would there be any objection to making that record avail- 
able for inspection by counsel for this committee ? 

Mr. Brown. In my opinion, there would be no objection. We 
withhold nothing from the Congress. 

The Cnairman. So that you request that these documents you are 
now oe peng hg put in the record at this point ? 

Mr. Ray. ; I was trying to ask that the documents be available 
for inspec oh ty counsel. Then if we want anything for the record, 
wecan write it up later. 

The Cratrman. You request that that be submitted to counsel 
for this committee ? 

Mr. Ray. Or be made available. I do not think we need them in 
our files at this stage. 

I think that is all I have at this time, Mr. Chairman. 
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The Cuairman. All right, sir. 

Mr. Guu (Ben H. Guill, Vice Chairman, Federal Maritime 
Board). Mr. Chairman, if you ‘desire, there is no objection to having 
it be part of the record. There w ould be no objection from the Fed- 
eral Maritime Board. 

Mr. Ray. I would not think that advisable. I do not think we 
ought to get in the position of an appeal board trying to review what 
action has been taken, but we ought to have information available 
to us. 

The Cuamman. We are trying to get evidence on this bill to sup- 
port or defeat its passage. Iam not try ing the case of States Marine. 
It was injected into this hearing. The committee did ‘not inject, it 
into the hearing. 

The documents and records to which Mr. Ray referred will be avail- 
able to the counsel of the committee. 

Is there any other question you want to ask ? 

Mr. Ray. That is all, Mr. Chairman. 

The Crarrman. Since we got into this matter, do you look at the 
plan of divestment ? 

Mr. Brown. Do we or have we? 

The Cuairman. Do you in arriving at your decision ? 

Mr. Brown. You are speaking of this specific case ; yes, sir. 

The Cuarrman. I am speaking of it since we have gotten into it, 
That is a matter of the administration but I am just asking for in- 
formation to determine whether it is a true divestment and that one 
influence will not affect the other part of the operation. 

Mr. Brown. Mr. Chairman, that is the very question which is now 
before our Office. They have submitted this plan and I might say 
it is under study right now and that certainly will be studied. 

The Cuamman. That is the question, whether they have complied 
with section 804 as it is. 

Mr. Brown. That is the basic question, as to whether in our opinion 
this plan constitutes a separation. 

The Cuamman. As I understand your report in these two letters, 
you support. the proposal in the bill before this committee that there 
should be hearings on this question. 

Mr. Brown. That is the position we have taken, Mr. Chairman, 
that we think that the applicant should come in as clean as possible 
at the beginning. In other words, as we know and as has been de- 
veloped, in my opinion, section 804 at it presently exists applies toa 
subsidized contractor; in other words, a contractor cannot be in viola- 
tion of section 804 until he is a subsidized contractor and it apepars @ 
little bit ridiculous to let an operator in who has foreign-flag affilia- 
tions which have not been divested and then 15 seconds or, before the 
ink dries, have the sheriff grab him for violating section 804, which 
appears to be a criminal statute. 

The CHamman. That is the point I want you to clear up with me. 
Then by the action of the Board in awarding subsidy they would be 
helping this applicant to get into trouble if he were v iolating section 
804 after receiving the subsidy # ¢ 

Mr. Brown. Well, that is a hard question. I am assuming that the 
Board is going to scrutinize the applicant. As has been testified here, 
they look them over very carefully regardless of whether they have 
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the public hearing, so that I do not want to go on record as saying 
that the Board is going to assist an applicant to violate the law. 

The CHairman. Mr. Downing. 

Mr. Downine. Thank you, sir. 

Mr. Brown, as I understand it, your Department favors this pro- 

osed bill or thinks it is meritorious but you do suggest that a waiver 
be included in 605(d) ? 

Mr. Brown. Mr. Downing, that was our report on 7601, the print, 
but I believe the committee rewrite does have that waiver require- 
ment in 605(d) now. ‘That is what we called attention to, you see, 
in our June 9 letter. 

Mr. Downina. I did not quite understand your reference to the 
5 percent ownership of stock. Would you mind repeating that! 

Mr. Brown. Yes, sir. You did not understand it because I did not 
have much to say. I donot understand it either. 

We say that we are not in a position to know what the effect of this 
thing is. We have heard all of this testimony pro and con and we 
have no way of knowing what effect this 5 percent limitation is going 
to have upon the ability to sell stock or securities. We have no way 
of knowing whether 5 percent is the right figure, 10 percent, 50 per- 
cent, or any figure. This is an area to which we perhaps would have 
to give more study even if we had to give you a written report on 
this. We think it should be the subject of serious consideration. 

Mr. Downrtne. That is all, Mr. Chairman. 

The CHAmrMAN. Mr. Tollefson. 

Mr. TouLerson. I have no questions this morning. 

The CHarrmMan. Mr, Zincke. 

Mr. ZincKeE. I have no questions, sir. 

The CHatrmMan. Mr. Cowen. 

Mr. Cowen. Mr. Chairman. 

Mr. Brown, I believe you told Mr. Ray that this was the first 804 
problem that had been submitted to the General Accounting Office. 

Mr. Brown. According to my recollection, Mr. Cowen. 

Mr. Cowen. How long has your office had the plan of so-called 
divestment ¢ 

Mr. Brown. You mean the June 5 letter that was referred to? 

Mr. Cowen. Yes. 

Mr. Brown. I believe we received it on June 10. 

Mr. Cowen. Have you or the gentlemen with you had the oppor- 
tunity to go into that at any length? 

Mr. Brown. Yes; we have been giving it a great deal of study. It 
has been the subject of conferences but no conclusion has been reached. 

Mr. Cowen. Have you had the opportunity to study the proposed 
trust setups ¢ 

Mr. Brown. That is just about the crux of what we are studying. 

Mr. Cowen. If you recall, sir, on what limitation in terms of years 
are the trusts based ? 

Mr. Brown. I do not know. I am not able to answer that now. I 
understand that the beneficial trusts expire at the age of 35 of the 
children. 

Mr. Cowen. For what period were the voting trusts set, if you 
recall ? 

Mr. Brown. We do not know. 
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Mr. Cowen. Do you know the basis on which any of the trusts might 
be terminated ? 

Mr. Brown. Mr. Cowen, these are matters that. I am not able to 
answer because they are subject to a great deal more study, particular] 
in view of the fact that we have this question before us from the Mari- 
time Board. We have not decided what we think of it. It is a serious, 
complex matter. 

Weare giving it study. I respectfully suggest, sir, that you do not 

cause me to divulge my ignorance at this point because I myself do not 
know what the answer is. 

Mr. Cowen. I have just one further question, sir. This was the 
fourth proposed plan of divestment. 

Mr. Brown. Yes, sir. 

Mr. Cowen. Had the three prior plans been submitted to your 
office, sir? 

Mr. Brown. Did you say “three prior”? ‘There was one, was there 
not? The plan that was approved in 1957 by the board was submitted 
to us and while we were beginning to consider that, we were requested 
by the board to disregard it because of a new plan. 

Mr. Cowen. That was where the trust had terminated because the 
beneficiary had reached the age of 35, I believe. 

Mr. Brown. Was that the reason? Yes, sir. 

Mr. Cowen. That was first submitted to you in 1957, the first pro- 
posed plan ? 

Mr. Brown. No; it came to uson February 27, 1959. 

“ne 1en June 10 is when we received the new one, but we received this 

57 plan i in February of 1959. 

Me Cowen. That, then, was the original plan submitted to the board 
in 1957 and which was approved by the board. 

Mr. Brown. That was approv ed by the board. 

Mr. Cowen. So then it was submitted to your Office in 1959 and 
prior to your ever reaching a decision on it, due to the beneficiary 
reaching a certain age, that trust terminated and the Board with- 
drew any request for you to arrive at a decision. 

Mr. Brown. Well, the Board did not tell us why. They merely 
asked us to abandon consideration because a new plan was coming 
forthwith. 

Mr. Cowen. Then you received this June 5 plan of divestment? 

Mr. Brown. That is right, that is presently in our Office. 

Mr. Cowen. This is the one that is before your Office ? 

Mr. Brown. Yes, sir. 

Mr. Cowen. I have no further questions. 

The CHarrman. Mr. Drewry. 

Mr. Drewry. Mr. Brown, you say you have had difficulty with this 
question of the 5 percent beneficial stock interest. I think it is pretty 
clear that that reference is included in the draft legislation as a mat- 
ter affecting the question of control that such a stockholder might 
have which would be something in the nature of a conflict of interest. 

Have you or has the General Accounting Office, as far as you know, 
had any previous occasion to look into a matter of this type on the 
question of control through stockholders ? 

Mr. Brown. I have no recollection. I, myself, have not. I am 
quite sure that that is something that it would be a very rare occasion 
that we would have to look into. 
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Mr. Drewry. Are there any SEC situations or anything like that 
that you have had to look into’ ' 

Mr. Brown. No, sir. I think this will be about our first experi- 
ence to get into this type of situation of stock control. 

Mr. Drewry. In the opportunity that you have had to examine this 
draft bill with this language in it, what difficulties do you perceive 
in its administration or its enforcement ? 

Mr. Brown. Well, Mr. Drewry, based upon what I have heard here 
in testimony, some questions that have been propounded, I would like 
to make one observation: 804, as we have just stated, in my way of 
thinking does not prohibit the payment of subsidy. It goes to a 
violation by a subsidized operator and section 806(b) prescribes a 
remedy. In other words, it has the effect of a criminal statute and, 
of course, you know that any corporation, which is in violation of an 
act which this act declares to be unlawful, if convicted shall be fined 
$25,000. Ifa natural person is in violation of any act declared by this 
act to be a misdemeanor, he shall be fined a maximum of $5,000 and 
5 years in jail. Of course, if you are intending to go to a stockholder 
or to a natural person under this proposal, I respectfully suggest that 
you have not declared anything a misdemeanor to get to an individual. 

Iam throwing that out purely for your consideration. 

Here is another point. I have heard some discussion here with 
respect to whether this section 2 would stop subsidy after the viola- 
tion. Again I say that 804 is not being changed except with respect 
to this 5 percent beneficial interest, so, therefore, the remedy is still 
available under 806(b) for a violation by the corporation. 

Now, here is what I am driving at: 605(d) is declaring that no 
subsidy shall be awarded until these things have cleared up; so, if 
I should have the question as to whether the new 804 required a ter- 
mination of a subsidy, I would be in rather bad straits because I 
would view 804 as still having remedies under 806(d) and yet it 
would look to be like if they are not going to let them have subsidy 
to start with, it certainly must have been the intent of Congress not 
to let them have it when they get caught. There is no conflict there, 
sir, that I think should be considered. 

This is my view, but I think that that could cause some trouble in 
future administration. 

Mr. Drewry. In the first part of your statement, the point you 
are making is that, since the draft bill does not say that violation of 
this stock provision shall constitute a misdemeanor, there is no remedy 
under 806. 

Mr. Brown. Not against a natural person, sir, but it does say it is 
unlawful and 806(b) says any act declared to be unlawful by the 
corporation may be fined $25,000 but with respect to a natural person 
it says it must be characterized as a misdemeanor. 

Mr. Drewry. So that, if the committee should decide that it ap- 
proves of the 5 percent stockholding idea, then there should be some- 
thing more in the bill as to the natural person ? 

Mr. Brown. I think it should be clarified because about all you 
have holding over an individual now is the fact that it is unlawful, 
but, in my opinion, it carries no penalty if the committee and the Con- 
gress intend to havea penalty. 
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Mr. Drewry. As to the other part of your statement, as I under- 
stand you, you are saying that there is a conflict here which might 
require an interpretation, that having declared it unlawful to award 
the contract in the first place that it would have to be interpreted 
that if any defect or violation were found subsequently that it would 
likewise then have to be declared unlawful ? 

Mr. Brown. That could be a thought. In other words, my first 
reaction would be that, since the Congress in 605(d) has stated no 
award shall be made if these conditions exist; there would be a natural 
tendency to say that, if subsequently the same conditions should arise, 
there was an intent of Congress to terminate the subsidy. Yet, again, 
I would be confronted with that 806(b), which is not being repealed, 
which is not being amended, and which carries the menney right there, 

So that that would be the conflict, in my way of thinking. 

Mr. Drewry. Might there be a distinction in your interpretation 
if the violation found afterward: were found to have been a: viola- 
tion which existed prior to the award of the subsidy on the one hand, 
and, in another case, where the so-called violation might actually 
have arisen at a much later date? Would you be able to distinguish 
those two situations? 

Mr. Brown. You are getting me in sort of a fuzzy area now. You 
are saying that when the applicant’s subsidy is approved where for 
some reason inadvertently he was in violation but no one knew about 
it? 

Mr. Drewry. That is right. 

Mr. Brown. Well, Mr. Drewry, I would have to give that some 
thought because I would want to know, first, the reason why he was 
in violation prior to the award. In other words, why was this infor- 
mation withheld? I think we would probably be getting into another 
area there, withholding information. I would have to know specifi- 
cally. 

But in answer to your question, with respect to 804 as it is presently 
in existence and even with this amendment, it merely declares these 
acts illegal and there is a criminal remedy. 

I see nothing in 804 which authorizes a termination of subsidy. 

Now, understand, I am talking strictly about the statute. 

I understand that the Maritime has a contract to cure this by saying 
that any time the applicant is in violation of any of these laws, this 
subsidy terminates. I am not going into their contractual arrangement. 
Iam talking about statute. 

Mr. Drewry. That is all, Mr. Chairman. 

The CuarrMan. Mr. Casey. 

Mr. Casry. I have no questions. 

The Cuarrman. Are there any further questions ? 

Thank you very much. 

Mr. Brown. Thank you, sir. 

The CuarrMan. The committee will postpone any further hearings 
on this bill and the committee will now take up H.R. 6815. 

(Whereupon, at 10:40 a.m., the committee moved to other business.) 
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FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED 
OPERATORS 


FRIDAY, JULY 17, 1959 


; Hovse or REPRESENTATIVES, 
SUBCOMMITTEE ON MercHANT MarINE 
OF THE COMMITTEE ON MercHant MARINE AND FISHERIES, 
Washington, D.C. 

The subcommittee met at 10 a.m., pursuant to adjournment, in room 
219, Old House Office Building, Hon. Herbert C. Bonner, chairman, 
presiding. 

Present: Representatives Bonner, Miller, Downing, Casey, Tollef- 
son, Ray, Mailliard, and Pelly. 

Staff members present: John M. Drewry, chief counsel; Bernard J. 
Zincke and Robert H. Cowen, counsel; and William B. Winfield, chief 
clerk. 

The CHarmman. The committee will come to order. This is the 
final hearing on the bill, H.R. 7601, as last drafted. 

We will call the Chairman of the Maritime Board, Mr. Morse, to 
offer him an opportunity to make any observations or comments on the 
testimony which has been offered and to answer such questions as the 
staff and members of the committee might care to ask. Mr. Morse? 


STATEMENT OF CLARENCE G. MORSE, CHAIRMAN, FEDERAL MARI- 
TIME BOARD; ACCOMPANIED BY THOMAS LISI, CHIEF, DIVISION 
OF OPERATING CONTRACTS, AND LOUIS ZIMMET, OFFICE OF 
THE GENERAL COUNSEL, FEDERAL MARITIME ADMINISTRA- 
TION—Resumed 


Mr. Morss. Good morning, Mr. Chairman and gentlemen. 

If I did not say so on the previous occasion when I appeared before 
the committee, [ wish to say now that the Board and myself per- 
sonally welcome this opportunity of appearing before the committee 
and discussing the 804 problems generally. We think it is a healthy 
situation to discuss them openly and freely and try to resolve these 
matters so that not only the Congress but the public generally will 
be assured that a proper job is being done by our Board. 

I repeat that we welcome this opportunity. If I may have sounded 
a little acrimonious at times, I trust you will overlook that. 

The CuarrmMan. You know we all once in a while get on our mettle. 

Mr. Morssr. We have gone through the transcript of the previous 
hearings and there are a number of questions that have been raised 
and I think it would be helpful if we try to answer those questions. 
In doing so, there will be little or no continuity in my comments. 
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On the matter of citizenship, there are 5 lines of the existing subsi- 
dized operators that prove controlling interest only, 51 percent or 
more, and there are 10 that prove 75 percent or more. The five that 
prove only 51 percent or more are American Banner Lines, Ine,, 
American Export Lines, Inc., Bloomfield Steamship Co., Grace Line, 
and Gulf & South American Steamship Co., Inc. Why they elect to 
prove only 51 percent or more instead of 75 percent or more is ex- 
plained in two ways. First, they do not conduct any domestic opera- 
tions so that, under the law, they need prove only 51 percent. Second, 
I assume that it is managerial judgment that they do not go to the 
bother of proving 75 percent or more. 

The CuarrmMan. Right at that point, what do you mean by “prove”? 

Mr. Morse. Establish to our satisfaction that shareholders own 51 
percent of the stock and that the officers and directors are American 
citizens. 

I will get to the manner in which we satisfy ourselves on the citi- 
zenship question in just a moment. 

It is also to be noted that there are 10 lines that prove 75 percent or 
more U.S. citizenship ownership. They are: American Mail Line, 
Ltd.; American President Lines, Ltd.; Farrell Lines, Inc.; Lykes Bros. 
Steamship Co., Inc.; Mississippi Shipping Co., Inc.; Moore-McCor- 
mack Lines, Inc.; The Oceanic Steamship Co. (Matson Navigation 
Co., parent) ; Pacific Far East Line, Inc.; States Steamship Co. (Pa- 
cific Transport Co., parent), and United States Lines Co. 

It is to be noted that American President Lines, Lykes, Oce- 
anic, and United States Lines do have domestic calls so that they 
are obligated by law to prove at least 75 percent citizenship. One 
or two of the others may have the privilege of calling domestically but 
do not exercise it. Some of them may not even have the privilege but 
nevertheless, for judgment of the management, they still prove 75 per- 
cent or more citizenship. 

On the question of proving citizenship, I think it might be best if 
I read a statement, which has been prepared which indicates how we 
establish citizenship. 

In order to prove the U.S. citizenship of corporations engaging in 
the coastwise trade it is required by section 2, Shipping Act, 1916, as 
amended, that 75 percent of the interest be shown to be owned and 
controlled by U.S. citizens. For foreign operation, the requirement 
is controlling interest (above 50 percent). The “fair inference rule” 
may be applied by widely held corporations, and for that we use 
Collier Advertising Service v. Hudson River Day Line (14 Fed. 
Supp. 335); that is to say, to prove (for coastwise operation) 75 
percent U.S. citizenship ownership it must be shown that 95 per- 
cent of the shares of stock issued and outstanding in each class are 
held by stockholders with registered U.S. addresses; for controlling 
interest (foreign operation only) 65 percent must be shown to be so 
held. This is where we use the fair inference rule only where we do 
not require actual proof of citizenship by means of birth certificates 
or other similar suitable affirmative proof. 

The prescribed affidavit of citizenship required to be filed by sub- 
sidized operators gives (1) the place of incorporation; (2) the names 
and proof of U.S. citizenship (substantiated by documentary proof) 
of the president, vice presidents authorized under the bylaws to act in 
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place of the president, and all of the directors; and (3) detailed data 
to establish 75 percent of controlling interest either by applying the 
above-mentioned fair inference rule or if possible the operator may 
choose holders of large numbers of shares of the stock upon which to 
rely to make up the required percentage and submit documentary 
proof of their citizenship in the same manner as the operator, if cor- 
porations, and if individuals, birth certificates or other accepted proof. 
The affiant is required to name individual, nominee or trustee holders 
of record of 5 percent or more of the stock. (If there are none, this 
is required to be stated) and for whom held; proof of U.S. citizenship 
of the holders of record and of the beneficial owners is required. In 
addition to these data the affiant includes, as appropriate, recital con- 
forming to the language of section 2 (b) or (c), Shipping Act 1916, 
as amended, in which it is stated, among other things, that title to 75 
percent, or majority, as the case may be, of the stock is vested in 
citizens of the United States fee from any trust or fiduciary obligation 
in favor of any person not a citizen of the United States, et cetera. 
This language is required to be recited in strict conformity with the 
statute. 

Two examples of coastwise operators are American President Lines, 
Ltd. and Pacific Far East Line, Inc. The 95 percent fair inference 
rule is applied by each—by APL through its two parent corporate 
stockholders and PFEL directly. In each case there are substantial 
holdings of 5 percent or more of the stock. These are shown to be held 
by nominees (mostly partnerships), trustees (individual or bank), 
and individual owners of record. The beneficial owners include in- 
dividuals, corporations (one a university), pension trusts; affidavits, 
birth certificates or comparable proof are calaadttel in support of the 
U.S. citizenship of these holdings. 

Speaking hypothetically, should an operator or nominee decline to 
disclose the name of the beneficial owner of 5 percent or more, such 
stock would be deemed to be alien owned and if more than 5 percent 
it would prevent the operator from being able to establish 75 percent 
by the aforementioned fair inference rule thus restricting the operator 
from engaging in the coastwise trade. The same holds true, if there 
were 35-percent undisclosed ownership, if an operator were relying 
upon the 65-percent fair inference rule to prove controlling interest, 
toengage in foreign trade. 

I am sure that this sounds rather confusing, reading it off this way, 
but we are satisfied that this clearly meets the statute either, one, by 
affirmative documentary proof of citizenship, or, secondly, using the 
fair inference rule in which event we would require 95-percent show- 
ing on a company engaged in the domestic trade, or 65-percent citizen- 
ship showing for a corporation engaged exclusively in the foreign 
trade. 

Incidentally, this proof is required to be made by each company 
annually. 

The Cuatrman. Mr. Drewry. 

Mr. Drewry. Mr. Morse, to me it was a little confusing trying to 
follow that. 

Does what you just read also cover this 2(d): “If by any other 
means whatsoever control of the corporation is conferred upon or 
permitted to be exercised by any person who is not a citizen of the 
United States.” ? 
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Mr. Morse. Yes, it does. 

Mr. Drewry. That is where you require 65 percent in order to 
satisfy 50 percent requirement ¢ 

Mr. Morse. Bear in mind also that we require that the affidavits 
specifically say “recital conforming to language of section 2 (b) or 
(c), as amended,” in which it is stated among other things that “title 
of the stock is vested in the citizens of the United States free from 
any trust or fiduciary obligation in favor of any person not a citizen 
of the United States”; that is, the corporation receiving subsidy must 
make an affirmative affidavit to that effect. 

Mr. Totterson. Who makes the affidavit ? 

Mr. Morse. Usually the secretary of the corporation. 

Mr. Totterson. And what is the penalty for a false affidavit? 

Mr. Morse. I cannot tell you offhand. It is a statutory violation. 
It is a criminal violation under the Federal statutes. I do not recall 
what the penalty itself it, but I know it is a criminal violation under 
the Federal statutes. 

Mr. Totierson. Could I ask one other question in that connection, 
Mr. Chairman ? 

The Cuatrman. Oh, yes. 

Mr. TotiEerson. Does intent have to be proved of the falsity? 

Mr. Morse. Mr. Andrews suggests the answer is probably in the 
affirmative because the affidavit is in the form of “to the best of my 
knowledge and belief.” 

Mr. Totterson. That is all. 

Mr. Morse. Changing to another subject, and this refers specifically 
to the application of the States Marine Line group of companies, if I 
may so designate them and that would include States Marine, 
aehinians. and Matson Orient, it was suggested that that group would 
be getting a lion’s share of the subsidized voyages. 

In fiscal 1960 the Congress has authorized 2,400 voyages. The 
three companies I have named are applying for 300 voyages which, 
obviously is 1214 percent. 

I will not read this entire list but I will put it into the record, with 
your permission. 

Grace Line is now receiving 14.1 percent of 2,400 voyages. Lykes 
is receiving 13.6 percent. United States Lines is receiving 16.5 per- 
cent, so that each of those three companies are now receiving more 
than the three applicants that I have named. The other companies 
receiving major percentages are American Export Lines, 7.8 percent; 
Moore-McCormack, 9 percent, and the rest of them are all smaller 
percentages. 

With your permission, I will incorporate the balance in the record. 

The CuatrMan. It may be put in the record at this point. 

(The list referred to follows:) 


PERCENTAGE OF AUTHORIZED VOYAGES REQUESTED BY, OR ASSIGNED TO, VARIOUS 
OPERATORS 


There were statements during the hearing that States Marine, Matson Orient, 
Isthmian, would get the lion’s share of the 2,400 voyages. Testimony was to the 
effect that they would get 12% percent of the 2,400 voyages authorized by 
Congress. States Marine Lines has applied for 168 (maximum), Matson Orient 
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94, Isthmian 108—a total of 300 (none of these is under contract as yet). Fol- 
lowing is list of maximum voyages in existing contracts: 












Maximum Percent of 
number of | 2,400 voyages 
voyages 


Present contracts 










SE TOG TANG i odcie enki nid in uted dacund sdb edbebiidactebseachidadan 140 1.7 
I SA iw cncincsnascknnnsaceahehatuheetdcmennedloknecentie! 188 7.8 
I SHOES RAO, RMNES 6 civ oiscanacsncaneaudsunacsceteson-sotestmaadeters 42 1.8 
American President Lines-. 110 4.6 
Bloomfield Steamship Co-. 27 1.1 
poe OE ae 62 2.6 
III IIIT 5c 2: iin cea dteaein ita te aps cise ea eaiods Sieben bol nanan eae on eae ell 339 14.1 
Gulf & South America Steamship Co 2 36 1.5 
Meee TE, SROTRIOID CIO 0 te 0 Sq annbsbeines bse benntiesdchanmbaieendetnies 326 13.6 

SE ERE Clin Codnnasd siandcscccncndescnaduunipiniuapeaayanin ial 73 3.0 
UT I NOR lise iti cicnds suileniebhidivincisahiceinn Shimada Renee 217 9.0 
I Na 28 1.2 
Pacific Far East Line... 57 2.4 
NN I Neti dn pn nnncnnisiaennkdnabieeidaeme aged eiaadeds 74 3.1 
Pt EOE SIE casscopsaandeusegenbaeangepaeuacddemasen haven aumamanes 395 16.5 





1 Includes 20, if and when new vessel is constructed. 
1 Includes 3, if present 5 ships replaced with 5 newer and faster ships. 

Mr. Morse. I think I made the statement that some of the inter- 
venors were in effect on a fishing expedition in the States Marine 
application. I do not want to belabor that but I will read briefly 
from one of the memorandums which was introduced in the 
proceedings. 

Here, for example, is an excerpt from the memorandum on pre- 
hearing issues for intervenors, American President Lines, Ltd., and 
American Mail Line, Ltd. 

I will not read the substance of it. I will just read one brief para- 
graph; 

Such are our beliefs. They may be wrong in small or major part. We believe 
we are entitled to find out whether our beliefs are true or false for, if they are 
in any respect correct, the facts are highly relevant in the section 605(c) 
issues presented in this case. 

So that, it is couched in the language, “We believe this. We believe 
that.” 

Then again during the oral arguments on the appeals on this par- 
ticular phase of the matter, Mr. Kominers, for example, stated on be- 


half of Lykes and PFEL: 


I suggest because it has been listed in greater detail 


The Cuamrman. Mr. Morse, at the time that statement you just re- 
ferred to was made, at that time you were holding hearings on 605(c) 
as to whether or not additional tonnage was needed on trade routes? 

Mr. Morse. Yes, sir. 

The Cuatrman. And do you imply by saying this that the interve- 
nor was trying to bring in 804? Is that what I understood you to say ? 

Mr. Morse. Yes, sir. 

The Cuarrman. At that time did the intervenor know just what the 
plan of divestment would be under 804? 

Mr. Morse. No, sir. 

The Cuatrman. So, therefore, the intervenor might have been cor- 
rect in saying, “We think this” and, “We are entitled to know whether 
it is correct or not.” Did not the intervenor say that? 

Mr. Morsg. They may have said that. I am not questioning that, 
Mr. Bonner. 
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The Cuarrman. You see, in my opinion, the 605(c) is not the para. 
mount matter before the committee. 

Mr. Morse. I appreciate that but my comments are directed more 
to the foreign-flag affiliations and things of that sort. 

The CuatrMan. But you belittle their thinking that 804 should be 
considered and that the possibility might be that they do not know 
what the situation is in 804 but they think it might not be in keepin 
with 804 and they say, “We would like to know whether this is this 
or is not this.” Is that about what it says? 

_Mr. Morse. I do not. wish to belittle the position of any of these 
lines because they are all sincere. 

The Cuatrman. But with your statement of a fishing expedition 
and so forth, you do belittle their question about whether this all in- 
terlocks and should be considered at the same time. That is what I 
am concerned with and that is what the committee is concerned with, 

Mr. Morse. In part, my comments are directed to the statement 
of these lines that they were prepared to offer proof of so and so, 

I think I stated the other day that they were on fishing expeditions. 

The Cuatrman. They could hardly offer proof because they did not 
know at that time. 

Mr. Morse. They were proposing to offer proof on the foreign-flag 
connections of States Marine rather than on the divorcement pro- 
ceedings. 

-— Carman. Everybody knew about that at that time, did they 
not ? 
J Mr. Morse. The Board knew all about their foreign-flag connec- 
ions. 
The CuHarrman. All right. 
Mr. Morse. For example, Mr. Gardner, in oral argument, stated: 


Particularly as our beliefs with respect to the States Marine Line operations 
have been stated to the examiner and the Board. 


I would like to emphasize that that is nothing but beliefs. 

I think I have said enough on that phase. 

The Cuarrman. I think they had a right to be concerned, if they 
are prescribed one way, as to why someone else should not be pre- 
scribed. 

Anyway, go ahead, Mr. Morse. 

Mr. Morse. The next subject that has been brought up is the mat- 
ter of pooling agreements. I have here a list of presently effective 
pooling agreements approved pursuant to section 15 and, mind you, 
this is under section 15 rather than under section 804. That is section 
15 of the 1916 act. 

From August: 1950 on, all of these agreements have been noticed in 
the Federal Register. Prior to that time a notice of the filing of 
such agreement was publicly posted together with a résumé of the 
provisions of the agreement in the Office of Regulation of the Mari- 
time Commission. Copies were available for inspection by any party 
desiring to inspect them. The records indicate that protests were 
filed with respect to only two of these agreements, numbered 7796 
and 7797. 

The first one, 7796, was Grace Line-Chilean Line apportionment of 
earnings on general cargo transported from U.S. Atlantic ports to 
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Chile, et cetera; and the second was = and South America with 
the Chilean Line and a somewhat similar pooling agreement. 

arg were held and a report issued in docket 8. 705, and I have 
a copy of the docket available if you wish it. 

The procedure for processing these section 15 agreements is set 
forth in Administrator’s Order No. 166. If you wish a copy of the 
Administrator’s order on the method of handling all section 15 fil- 
ings, I will be glad to submit it for the record. It is a routine filing 

rocedure in maritime requiring publication and receipt of comments, 
review by the Office of Regulation as to the nature of the comment 
where they have any materiality with the recommendation to the 
Board whether the comments have so little substance as to merit 
action by the Board without proceeding with a possible hearing but it 
is rare that such a recommendation is made. It is usually a recom- 
mendation that the Board do proceed with the normal administrative 
hearing procedure. 

In addition, hearings were held before the Federal Maritime Board 
under other sections of the act, for example, section 603(b) and sec- 
tion 606 of the 1936 act to determine whether the pooling agreements 
tend to eliminate or diminish competition and, if so, whether the 
Board as a matter of law is required to consider such an elimination 
or diminution of competition in computing operating differential 
subsidies. 

These hearings were with respect to Moore-McCormack’s Swedish 
sailing agreement, Docket S. 27 sub-1, Lykes-Harrison pooling agree- 
ment, Docket S. 27 sub-2, Columbian Coffee pooling agreements, and 
I referred to those before, Docket S. 27 sub-—3, and Grace Line-Chilean 
Line pooling agreement Docket 8. 27 sub-4. 

Those were all hearings before the Board and the hearing before 
the Administrator on American President Lines, Lykes Bros, Steam- 
ship Co. apportionment rubber shipments originating in Thailand, 
Docket S. 61. 

I have copies of each of these various dockets, and would be glad 
to supply them to the committee if they are interested. 

This last docket that I referred to, S. 61, was what I would call a 
purely Administrator’s hearing not required by any statute but it was 
held under the subsidy contract to establish a record for the Admin- 
istrator’s action. 

One comment was made by American President Lines that they 
had been treated differently in respect to a director that they pro- 
posed, a Mr. Bynum. I had forgotten the occasion but this was when 
I was acting as General Counsel at Maritime. 

In January 1955, the General Counsel’s Office ruled that Mr. 
Bynum could not serve as director of American President Lines be- 
cause it would be in violation of section 804 and also of the subsidy 
agreement article [I-16 on the basis that Mr. Bynum personally had 
interests in foreign-flag shipping or was a director in foreign-flag 
enterprises, so that the factual situation we think is quite different 
than the States Marine divorcement situation. 

By letter, you requested that we supply you copies of our admin- 
istrative rules to determine whether 804 waiver should or should not 
be granted. 

We will supply you a copy by letter but we previously sent the 


same material to this committee on two occasions. 
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The Cuarrman., It is in the record. 

Mr. Morse. Yes, but we will supply a copy today so that there is 
no question about it. 

That covers everything of a general nature that I had in mind 
unless there is something else. 

The Cuarrman. Mr. Cowen. 

Mr. Cowen. Mr. Morse, you commented here in your statement on 
the 5-percent proposition. I was not clear on it. Did you have 
reference to a 5-percent trust holding in a subsidized corporation, sir? 

Mr. Morse. It refers to any shareholder owning 5 percent or more 
of the stock no matter in what form the holding is held. 

Mr. Cowen. So that the 5 pereent, as set out in the proposed H.R. 
7601, would not impose any particular hardship, would it, sir, that 
you could see, or cause any difficulty in ascertaining the 5 percent? 

Mr. Morse. It would not materially affect what we are doing but 
T seriously question the desirability or advisability of including such 
a provision in the statute. It would depend in large part on how 
the statute ultimately was worded. If the penalty ran only against 
a shareholder, that would be one thing, but, if the penalty were of such 
a nature that the violation by a shareholder would also result in a 
cancellation of the subsidy contract, I think that would have very 
serious repercussions on otherwise innocent shareholders. 

Mr. Cowen. You then would interpose no objection if the act were 
so drawn that.it would apply directly to the shareholder rather than 
to the corporation which was subsidized ¢ 

Mr. Morse. I would have no objection if that is the wish of the 
Congress, particularly so and if we can accept an affidavit as proof 
of satisfying the statute because practically where we have stock in 
bank names, for example, street names, we have to accept. their affi- 
davit usually. If they refuse to disclose who the beneficial owner is, 
we treat that as being alien ownership. 

Mr. Cowen. In other words, if you could accept an affidavit rela- 
tive to that 5 percent as you do now, relative to the 5 percent that is 
already in the law, that would be satisfactory ? 

Mr. Morse. Yes, sir. And, if it is the wish of the Congress to in- 
clude this 5 percent provision, we think it should be very clearly 
spelled out against whom the penalty will run and, if it is to run 
only against the shareholder, chat it be stated in the statute that a 
violation by the shareholder will not affect the validity of the contract 
itself. 

Mr. Cowen. Do you, by any chance, have language which you think 
would clarify that? 

Mr. Morseg. No, but we would be happy tosubmit promptly language 
which we think would cover it. 

Mr. Cowen. Will you do that, sir? 

(The language referred to follows:) 

FEDERAL MARITIME Boarp, 
Washington, D.C., July 23, 1959. 
Hon. HEersBertT C. BONNER, 


Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D.C. 

DeAR Mr. CHAIRMAN: Reference is made to the hearing before your commit- 
tee on July 17, 1959, on H.R. 7601, at which you requested me to furnish lan- 
guage which would amend the committee’s staff redraft of the bill (1) to author- 
ize the Board to function under the bill by accepting affidavits and (2) to pro- 
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vide that a person who holds or has a beneficial interest in 5 percent or more of 
the stock of the contractor or charterer and who violates section 804, as 
amended by the bill, shall be penalized but that a violation of the section by 
such person shall not be deemed a breach of the contractor’s operating-differen- 
tial subsidy contract or of the charterer’s charter. 

The foregoing purposes can be accomplished by amending the redraft of the 
pill as follows: 

(1) Insert in the new section 605(d), immediately after the first sentence 
thereof, the following new sentence: “In making such determination, the Board 
may rely upon affidavits.” ; 

(2) Strike out of the new section 804 the words “the applicant” and insert in 
lieu thereof the words “such contractor or charterer” ; 

(3) Insert at the end of the new section 804 the following new sentence: “If 
any person holding or having a beneficial interest in 5 percent or more of the 
stock of such contractor or charterer violates this section, such person (if a 
natural person) shall be guilty of a misdemeanor, and (if a corporation) shall 
be punished by a fine of not more than $25,000, but such violation shall not be 
deemed a breach of the contractor’s operating-differential subsidy contract, or of 
the charterer’s charter.”’. 

The punishment provided by section 806(b) of the Merchant Marine Act, 1936, 
for an act declared to be a misdemeanor by that act is a fine of not more than 
$10,000, or imprisonment for not less than 1 year and not more than 5 years, or 
both. The $25,000 fine provided by the foregoing language for a violation by a 
corporation is the same as that imposed by section 806(b) for any act by a 
corporation which the Merchant Marine Act, 1936, declares to be unlawful. 

There are two matters with respect to the redraft of the bill which, so far as 
we know, have not heretofore been mentioned and which we would like to bring 
to your attention. 

The first is that the words “holding or having a beneficial interest in 5 percent 
or more of the stock of the applicant” mean having the legal title to 5 percent or 
more of the stock of the applicant or having a beneficial interest in such amount 
of such stock. By specifying legal ownership of 5 percent or more of such 
stock, an implication is raised that legal ownership of less than 5 percent of 
such stock is permissible even if such ownership gives the owner working control 
of the corporation and such owner also has a substantial interest in foreign-flag 
vessels. This would be a violation of section 804 as that section now reads, but 
with the implication raised by the redraft of the bill, we think it would not bea 
violation. 

The second matter we would like to bring to your attention is that the redraft 
of the bill would not prohibit the Board from entering into a contract under 
title VI (without making a determination that special circumstances exist and 
good cause is shown) with an applicant with respect to which a person has a 
beneficial interest in 5 percent or more of its stock and also has a beneficial 
interest in stock of a foreign-flag carrier. We have never construed section 804 
to apply to a beneficial interest in stock of a foreign-flag carrier of a stockholder 
in a subsidized line. The redraft of the bill does not change the language of the 
bill with respect to the foreign-flag carrier. Inserting language with respect to 
beneficial interest in stock of a subsidized line without inserting like language 
with respect to stock in the foreign-flag carrier would itself give rise to an 
implication that there is no intent to include a beneficial interest in stock of a 
foreign-flag carrier. Legal ownership of stock in a foreign-flag carrier would, 
of course, continue to be covered by the section. 

Sincerely yours, 
(Signed) CLARENCE G. MorsE, 
Chairman, Federal Maritime Board, Maritime Administrator. 


Mr. Morse. May I interrupt and say that in the absence of clarifying 
language, we would take the position that, if there is a violation by a 
shareholder, that makes illegal the basic contract. 

Mr. Cowen. In other words, you think that that violation would 
be imputed to the subsidized line and would be a violation of the con- 
tract as drawn ? 

Mr. Morss. There are arguments pro and con on that, and, to be 
on the safe side, we would take the positive position that it would 
make invalid the contract. 
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Mr. Cowen. Mr. Brown testified for the General Accounting Office 
the other day to the effect that the States Marine application was sent 
to them to clarify the 804 situation as it existed with the so-called 
divorcement, and I believe in answer to Mr. Ray’s question, he stated 
that that was the first 804 problem as such that had been called to 
their attention for adjudication or interpretation. 

Is that correct, to your knowledege, or has this question arisen 
before ? 

Mr. Morse. To the best of my information, this is the first time the 
Board has referred this 804 question to GAO. It was done for two 
reasons, 

First, we wanted confirmation from GAO that they would not take 
legal exception to the recommendations of our own General C ounsel, 
and, second, we knew this was a controversial matter and we wanted 
to have support if we went ahead with this form of divorcement. 

The specific question that we presented to GAO is this: 

We would appreciate receipt of advice from your office as to whether there 
would be any reason to object to the payment of operating differential subsidy 
to States Marine Corp. of Delaware under title VI of the Merchant Marine Act 
of 1916, as amended, should the conditions imposed by the Federal Maritime 
Board in its action of June 13, 1957, to eliminate section 804 relationships be 
carried out by the States Marine Corp., New York, and the States Marine Corp, 
of Delaware. 

So what we were getting at more was whether GAO would take 
exception to the payment of subsidy which, of course, involved the 
question of whether there was a proper divorcement. 

Mr. Cowen. Certainly it involved the one narrow ground of 804. 

Now, the General Accounting Office has a supervisory control, if 
I might use that word, over the activities of the Maritime Board? 

Mr. Morse. On matters of payment of money. 

Mr. Cowen. Certainly. I did mean to clarify it to that extent. 

Under that obligation that is vested in the Comptroller General, 
the question of 804 has arisen before, has it not? That is, when they 
check into the payment of subsidy, the question of 804 arises within 
the overall picture. 

Mr. Morse. I would assume that GAO would consider all sections 
of the 1936 act when they approve or audit our payments of subsidy 
so that they would necessarily have in mind section 804. 

Mr. Cowen. And I believe the predecessor of your present Board 
was requested by the General Accounting Office to set up criteria 
under which waivers were granted ? 

Mr. Morse. Yes, that is the fact. In one of the GAO annual re- 
ports, they stated to the Congress that Maritime did not have criteria 
at that time. 

Mr. Cowen. And as a result of their request, your Board has now 
criteria under which the waivers are granted / 

Mr. Morsr. Yes, sir. Those criteria were adopted, I think in 1958. 

The CuHarrman, Mr. Drewry. 

Mr. Drewry. Mr. Morse, I want to clear up something. 

You mentioned pooling agreements. When Senator Ball testified 
he commented: 

In our view, the operations of Global Bulk Transport Corp. are far more in 
keeping with the spirit and intent of section 804 than are the pooling arrange 


ments for which some of the currently subsidized lines have been granted 
yaivers. 
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Then he mentioned the Lykes-Harrison pooling agreement, the 
Lykes-Garcia-Cubamar agreement, and the Grace-Chilean Line pool- 
ing agreement, and the Grace-Johnson pooling agreement. 

He said : 

The Board has granted waivers in all these cases. 

Is that stated precisely enough to be accurate ? 

Mr. Morse. That is a matter of opinion, I would say. 

Mr. Drewry. Is this an 804 waiver ? 

Mr. Morsz. No, this is section 15 of the 1916 act. 

Mr. Drewry. In other words, you approved them under the 1916 
act, ! 

Mr. Morse. Yes, sir. 

Mr. Drewry. That brings up another question. Simply because 
they can be approved under section 15 of the 1936 act does that excuse 

abhing agreements from consideration under section 804 ? 

Mr. Morse. I do not think it falls within section 804 because there 
is no section 804 relationship but it is also covered under article [1-18 
of the basic subsidy contract that they not do certain things without 
our prior approval. 

Mr. Drewry. The two acts were enacted many years apart. Do 
you have any comment about whether there is any appropriate 
analogy between the philosophy behind one and the philosophy behind 
the other ? 

Mr. Morse. I do not think of any offhand, Mr. Drewry. I cannot 
answer that. 

Mr. Drewry. I mainly wanted to clear up whether the waiver 
meant an 804 waiver. 

Mr. Morse. No, it does not. 

Mr. Drewry. Or whether that was an untechnical use of the word. 

Mr. Morsr. No, it definitely does not. 

Mr. Drewry. In the course of the discussion, the question came up 
about whether or not Global Bulk Transport could set up a competing 
berth-line service, and I forget exactly who it was that said that it 
could not and, in fact, they were committed not to, and that States 
Marine had unloaded some of its berth operations. 

Then I will read from a letter submitted by Senator Ball on July 14 
to correct a statement that he made. The question asked by Mr. 
Downing was: 

You say that Global Bulk will not compete with any U.S. subsidized line or will 
not have any U.S. berth operations, is that correct? 

Senator Ball said: 


It is foreign flag— 
but asked that that be corrected with this answer: 


It is correct that Global Bulk will not operate any foreign-flag berth services 
from the United States competing with any U.S.-flag essential service. 

In the Pacific Shipper for July 13, there is some discussion of this, 

Shall I read it? 

The Cuarrman. You may read it. 
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Mr. Drewry. The item headed “Row Over States—Mar Subsid- 
iary,” read: 


The admission of Global Transport, Ltd., Panama, to Pacific Coast European 
Conference on July 6 has resulted in a series of repercussions on both east 
and west coasts. 

(Global was also admitted to Europe-Ensenada Europe Conference on the 
same date.) 

Agents for the company are Global Bulk Transport Corp., New York, which, 
until June 1, operated chartered foreign-flag vessels as States Marine Corp, 
of New York. 

States Marine Corp. of Delaware, parent firm of the States Marine.empire, 
was required to divest itself of all foreign interests to qualify for its pending 
operating subsidy. 

Accordingly, the Deleware organization changed its name to States Marine 
Lines, Inc., on June 15. States Marine of New York, the foreign-flag operators 
and charter brokers, was renamed Global Bulk Transport Corp. 

Both firms are located at 90 Broad Street, New York, but in separate quarters, 

The whole affair met with considerable scrutiny at last week’s House Mer. 
chant Marine Committee hearings on foreign holdings of vessel subsidy 
applicants. 

Joseph H. Ball, vice president of States Marine, contended that there was 
nothing illegal in an unsubsidized American shipping firm’s operating chartered 
foreign-flag vessels. 

Mr. Ball explained that States Marine shares held by Global stockholders 
have been placed “in voting trusts acceptable to the Maritime Administration,” 
and that the Federal Maritime Board has control over the appointment of 
trustees and related activities. 

Thus, “the plan approved” makes the divorce of States Marine and Global 
Bulk “complete both legally and in practice and intent,” he said. 

When John M. Drewry, chief counsel for the Merchant Marine Committee, 
objected that there was nothing to prevent Global from setting up a competing 
U.S.-flag operation, Mr. Ball stated that the company had committed itself 
not to do so. 

However, it was not clear how Global intended to avoid competing with 
States Marine when the former is a member of the same conference group. 

The Global service will be a monthly one and is scheduled ot begin in late 
July. It involves the operation of six vessels (Cape Agulhas, Cape of Good 
Hope, Edda, Sigland Sira, Simoa, and Baron Inchcape) between Pacific coast 
ports and undesignated points in Europe. 

States Marine operates between the Pacific coast range and ports in North 
Europe and the Mediterranean area. 

Pacific Coast European Conference covers the movement of cargo to those 
points, as well as Northern Ireland, Irish Free State, and Baltic and Scan- 
dinavian ports. 

Ensenada Europe covers goods moving from the Baja, Calif., port and to the 
United Kingdom, Northern Ireland and the Continent. 


The same question which is unclear in my mind is, in this particular 
case, is not the route of a conference an essential service ? 

Mr. Morsr. The Pacific Coast European Conference operates from 
U.S. Pacific coast to the Mediterranean and continental European 
ports. When, as, and if States Marine is to receive a subsidy contract, 
we would make it a condition of the contract that, if Global operates 
in competition with a U.S.-flag line trading to or from the United 
States, that act would constitute an act of default under the subsidy 
contract. 

Mr. Drewry. You do agree that if Global were operating as a 
member of this conference, of which States Marine of Delaware is 
likewise a member, that it would be in competition with the sub- 
sidized line? 

Mr. Mors. Certainly. There is no question about it, and it would 
not have to be in competition with the subsidized line; if it were in 
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competition with a nonsubsidized line, it would be contrary to sec- 
tion 804. That is always assuming, of course, that it is an 804 situa- 
tion. If there is a divorcement of a nature which is outside of 804, 
then there would be no violation. 

Mr. Drewry. Give me an example of that. 

Mr. Morse. I can best answer that in two steps. First, if there 
isno 804 relationship between Global and States Marine, Global would 
be free to compete with any American-flag line, subsidized or unsub- 
sidized. And that is a question we have referred to GAO, whether 
there is such a divorcement that the 804 waiver is not involved in this 
proceeding. 

Second, States Marine has assured us that Global will not com- 

ete with any berth line operator trading to or from the United 

tates and, as I mentioned before, we will have that as an act of 
default in the subsidy contract itself. 

Mr. Drewry. If you do not recognize any relationship between 
Global and States Marine after the final divorce proceedings, then 
it would not be competion. It would not be an 804 situation ? 

Mr. Morss. That is correct. Nevertheless, they have voluntarily 
offered that Global will not compete to or from the United States on 
any berth operation. 

r. Drewry. Just how have they affirmatively made that agree- 
ment ¢ 

Mr. Morse. This is contained in the memorandum dated April 24, 
1959, from States Marine Corp. The substance of it is that their 
activities will be “handle full cargo business.” 

“Exclusively.” 
deed not have any berth service in the commerce of the United 

tates.’ 

“Will not act for any berth service from U.S. ports.” 

Mr. Drewry. Are you familiar with this particular membership? 

Mr. Morse. Yes, I read that article the other day and I had the same 
impression you have. 

Mr. Drewry. Do you understand that this is purely a temporary 
arrangement ? 

Mr. Morse. I have not talked to anyone about it but, as I repeated 
earlier, an activity of this sort once the subsidy contract is awarded 
would constitute an act of default under the subsidy contract. 

Mr. Drewry. How can States Marine, say, make a commitment 
on behalf of Global Bulk? 

Mr. Morse. I do not. know how they can if there is an adequate 
divorcement but we can attach as a condition of the contract that cer- 
tain facts will not occur and if States Marine is willing to undertake 
the responsibility, they will have to work it out some way themselves. 
Mr. Mercer has assured us that he will do so. 

The Cuatirman. Mr. Morse, let me interrupt. Do I understand, 
then, that one controls the other ? 

Mr. Morse. No. 

The Cuarrman. Then how could that come to pass if they are sepa- 
rate and apart? I cannot give an agreement for this man over here 
over whom I have no control and, as I understand, this control has 
been separated. How can they give such assurance ? 

Mr. Morse. Mr. Bonner, they have not been divorced at the present 
time so that, at the present time, they do control Global, but it 
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is only in the event that they get a subsidy contract that the divorce. 
ment proceeding will be finalized and, as a condition of the divorce. 
ment proceedings, the divorcee will have to agree to certain things to 
States Marine. 

The CHatrrMan. That is one of these Reno divorces. 

Mr. Morse. If you wish. It is a friendly divorce. Let us say that, 

The Cuarrman. Mr. Cowen. 

Mr. Maruiarp. Mr. Chairman, could I ask a question along this 
line ? 

The Cuamman. Mr. Mailliard. 

Mr. Matturarp. Do I understand, Mr. Morse, that it is your inten- 
tion to put in the subsidy contract of States Marine that they would 
be considered to be in violation of that contract if Global engages in 
a competitive service ? 

Mr. Morse. In a competitive berth service to or from the United 
States. 

Mr. Marurarp. That is what bothers me, to or from the United 
States. Suppose it competes between foreign ports on a U.S. trade 
route. It is still competing with U.S. subsidized ships? 

Mr. Morse. This is a foreign to foreign operation. Off the record, 
do you want to get into that argument ? 

Mr. Marirarp. Do not our subsidized lines pick up cargo between 
foreign ports? 

Mr. Morse. Yes, sir, they do. 

Mr. Maiixrarp. Would this not be in competition ? 

Mr. Morse. Yes, sir. There is no question about it. 

Mr. Maruurarp. As a matter of fact, Mr. Drewry, is not one of the 
cases that you cited there, Ensenada, Mexico, to European ports? 

Mr. Morse. Mr. Mailliard, I might volunteer that the Board has 
under consideration whether we will permit even that activity in 
competition with an American-flag operator whether he is subsidized 
or unsubsidized. 

Mr. Marurarp. I would not think you ought to. It seems to me 
that if that commitment is going to be made it ought to apply to any 
competition with U.S. ships on a subsidized trade route. 

The CuarrMan. Mr. Miller. 

Mr. Miter. I have no questions. 

The Cuatrman. Mr. Tollefson. 

Mr. Totierson. I have just one question. 

Mr. Morse, section 605 provides, in effect, that the Board cannot 
award a subsidy contract if someone holding 5 percent or more of the 
stock also has a beneficial interest or holds stock in a foreign line that 
is in competition. 

Mr. Morse. Section 605 ? 

Mr. Totrerson. Yes. I mean under the proposal, the Board must 
make certain before awarding subsidy that no stockholder in the appli- 
cant holding 5 percent or more of the stock in the applicant company 
also has stock in a foreign company, is that right ? 

Mr. Morse. That is the proposal, yes, sir. 

Mr. Totierson. In other words, it is unlawful for you to order 
subsidy unless the provisions of 605 in the proposal are met ? 

Mr. Morse. That is correct. 

Mr. Totierson. 804 provides that it will be unlawful for the con- 
tractor to receive the subsidy if one of his stockholders holding 5 per- 








FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 2()5 


cent or more of his stock also holds stock in a foreign-flag line. What 
Iam getting at is that this question was put to a witness the other day: 

If the Board awards the subsidy they are satisfied that the condi- 
tions of 605 are met. Thereafter maybe a year after or 2 years after 
or whatever the period, it is learned that one of the stockholders 
having 5 percent of the recipient does have foreign-flag interest. 
Then what hs appens to the subsidy ? 

Mr. Morse. That would depend entirely on the wording of 7601, 
the pe nding bill. 

The CyatrMan. We agreed that we would have such language to 
only make that apply to the stockholder and not to the company. 

Mr. Morse. It would have to be clear ly spelled out what the impact 
would be. 

Mr. 'Toruerson. I wanted to make certain what would happen 
under this proposal. That is why L asked. 

Mr. Morse. We would take the position that the language, as now 
drafted, would make invalid the contract. 

The Cnamman. We are going to listen to your good advice on all 
these things and we have agreed on that change if you furnish the 
language to prohibit that from happening, so that we are through 
with that question. 

Mr. Totrterson. Mr. Chairman, I was not concerned about that. 
The fact is that this question was asked of a witness the other day, I 
think from GAO, and he was not certain what the effect would be and 
I wanted to find out from Mr. Morse what his thinking was. 

Mr. Mariuiarp. Would the gentleman yield at that point? 

Mr. Totierson. Yes. 

Mr. Matuurarp. Then that would render us in a rather silly posi- 
tion where we would be enacting a bill that would require that the 
Board determine that this condition does not exist but if it later does 
exist it does not invalidate the contract. 

Mr. Morse. But there would be a penalty imposed upon the share- 
holder himself. 

Mr. Maruiarp. Would you think that, let us say ina situation where 
somebody owned 5 percent of a subsidized line and also owned 10 
shares of Standard Oil, that he would be in violation? 

Mr. Morse. Strictly speaking, yes, but I think it would be an un- 
wise provision to adopt. 

Mr. Mariuiarp. But even with the language that you would suggest, 
which would go against the stoc holder, strictly speaking, I think 
he would be prevented from owning stoc k in companies that directly 
or indirectly operate foreign-flag ships. It would seem to me that 
we would be imposing a penalty which might be on an entirely inno- 
cent person who might buy or inherit a company whose primary busi- 
Ness was not’ shipping at all but where tec hnically it would be a 
violation. _That bothers me. 

Mr. Morse, It would take a lot of soul searching on the part of any 
shareholder to be sure that he has not viol: ated this section by in- 
nocently buying one of the oil companies’ stocks, for example, or 
the Aluminum Corp.’s. Many of the big corporations do have some 
foreign-flag shipping affiliations of one form or another and the 
average ¢ itizen would never even think of this possibility. 

43399—59——14 
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Mr. Maiu1arp. That is the thing that disturbs me about the pro. 
posal. Is there any way of avoiding that situation which obviously 
is not a question of substance. 

The policy of the Merchant Marine Act is not involved if some- 
body owns a few shares of an oil company that also happens to own 
a piece of one of these subsidized lines. 

Mr. Morse. Offhand, I could not give you a suggestion on how that 
could be clarified but it might be worth your while to discuss it with 
the SEC or one of the stock exchanges on how to resolve this problem. 

The Cuarrman. It would not be an ordinary citizen that could 
buy 5 percent of one of these companies, would it? 

Mr. Matmut1arp. No, sir, but I might have inherited or somehow 
acquired 5 percent of one of these companies and might be active] 
engaged in the business and I could inherit five shares of Standard 
Oil of California and I would be in violation of the law. 

The CuarrMan. Five percent. 

Mr. Matu1arp. Five shares would be an interest of a foreign-flag 
corporation which would be prohibited by law. 

The CuarrMan. Five percent of the steamship company. 

Mr. Marurarp. But if I owned 5 percent of United States Lines and 
inadvertently come into possession of five shares of Standard Oil of 
California, or one share, I would be in violation of this law as I see 
it, and that disturbs me because this could happen and there would 
be a penalty involved against the stockholder and he might be en- 
tirely innocent of even any knowledge that he was in violation of the 
law. 

Mr. Morse, could I ask you on another aspect of this, if public hear- 
ings were required as suggested in this bill, as a practical matter would 
they be held concurrently with the public hearings under 605? 

Mr. Morse. Yes. By that I do not mean that the day to day testi- 
mony would cover both aspects. Procedurally we would have one fol- 
low the other immediately, so that they would run concurrently for 
practical purposes. 

Mr. Mariuiarp. Do you think this would result in a delay overall 
or do you think it could be operated in such a way that it would not 
result in delay ? 

Mr. Morsr. If we were starting from scratch on a new application 
I do not believe there would be any ves f of any material nature. 

Mr. Maru1arp. Is there any practical way of requiring by legis- 
lation public disclosure with the rights of interested parties to obtain 
information and so forth, without having the formal rather lengthy 
procedures that are necessary under formal hearings? 

Mr. Morse. I think so, but I think it would require an amendment 
of one or two Federal statutes which make it illegal to disclose ma- 
terial of a confidential nature which has been submitted to a Federal 
agency. But it could be done. 

Mr. Marurarp. Do I understand that if public hearings are re- 
quired in the law that the Administrative Procedure Act applies? 

Mr. Morse. Yes, sir. 

Mr. Maruiarp. And all your hearings are necessarily held under 
those procedures ? 

Mr. Morsg. All of the Board statutory hearings are, yes, sir. 
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Mr. Marturarp. Suppose this 804 public hearing that is suggested 
could be made an administrative hearing by the Administrator rather 
than by the Board. Would that in any way reduce the procedural 
complicat ions 4 

Mr. Morse. If it were a statutory hearing, it would still have to 
be under the Administrative Procedure Act whether it is by the Board 
or the Administrator. 

The CaarrMan. bir. Downing 

Mr. Down1nc. 1 have no questions. 

The CHamman. Mr. Pelly. 

Mr. Peviy. I have no questions. 

Mr. ‘Vouterson. Mr. Chairman, I think I yielded. 

The CuamMan. Excuse me. 

Mr. Touurrson. I had one other question. That had to do with the 
constitutionality of section 2 of this proposal. 1 suppose most Mem- 
bers of Congress do not care about cons‘itutionality unless it is a 
clear thing, but in a broad sense would you think that it would be 
constitutional to provide that John Smith, who buys stocks on the 
exchange, cannot be free to buy whatever s'ock he wants? 

Mr. Morsr. I will preface my comment by saying that I do not 
purport to be a constitutional lawyer, but I do not see any constitu- 
tional problem involved. For example, on E-bonds, I think there is 
a ceiling of $10,000 that any one citizen may acquire. Otfhand, I do 
not see any constitutional obje ction to such a provision. 

Mr. Toiuerson. Here is a man that 0 not own any interest in 
any shipping line, foreign or domestic, but he has some money and 
decides that he will invest it in some shipping company because at 
the moment it looks like the returns are going to be pretty good. 
He goes down to the exchange or buys it from another stockholder. 
He buys 5 percent of stock in the United States Lines. Then he also 
buys some stock in a foreign line that is going to be competing on the 
same trade route. Would this provision say to him that he could not 
buy that second stock ? 

Mr. Morsr. That would be the effect of it. I do not see anything 
wrong with that. I am not permitted to buy a machinegun, for ex- 
ample, or there are several other things that I am not permitted to ac- 
quire even though I am a citizen, theoretically, in good standing. 

Mr. Totterson. There isa slight difference. 

Mr. Morsr. It is a question of the police power, it seems to me, the 
authority of the police power under the Constitution as to how far 
you can go. Offhand, I do not see any serious objection to it on a 
constitutional ground. 

Mr. Totterson. I do not know the answer. It strikes me as peculiar 
that by an act of Congress we can say to citizens, “You cannot buy 
these stocks because you own those stocks.” 

Mr. Morse. If it were prospective in nature, I do not see any ob- 
jection to it, but if it today made it a violation for me as an individual 
that now owned 5 percent stock and also have a small interest in a 
foreign-flag operation, that, I think, might raise constitutional ques- 
tions. That, I think, would be a deprivation of property without due 
process perhaps. 

Mr. Downinc. Would the gentleman yield? 

Mr. Totterson. I am finished. 
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Mr. Downrne. Mr. Morse, w hat happens under this bill if, as Mr, 
Tollefson said, a citizen owning 5 percent of a subsidized line buys 
a share in a foreign line that is ‘competing ? Suppose he is convialll 
under the statute. Is he required to give up his stock or can he go on 
keeping it after convictions? Suppose he has to pay a fine of, say, 
$5,000, and he pays it. Can he keep on going in the same situation? 
Is it a continuing offense ? 

Mr. Morse. I cannot answer it. I just cannot answer that, Mr, 
Downing. 

Mr. Downtna. That baffles me. 

The CuatrrmMan. Mr. Cowen. 

Mr. Cowen. Relative to what Mr. Tollefson was questioning you on, 
as a prerequisite to a line being granted subsidy, certainly the Gov: 
ernment has the right to set ground rules, which has been done under 
the 1936 act. 

Mr. Morse. Certainly. 

Mr. Cowen. Would that not clarify part of this question in which 
we are involved now that as a prerequisite to being granted subsidy, 
then the subsidized operator cannot control stock in competing lines, 
et cetera? 

Mr. Morse. There is no question as far as the subsidized operator 
itself is concerned, but Mr. Tollefson’s questions were directed at 
a shareholder of a subsidized line. 

Mr. Cowen. Well, that limitation being included as to the 5 percent, 
that would be a legal and logical ground rule along that same premise, 
would it not ? 

Mr. Morse. If I understood Mr. Bonner rightly, though, his idea 
was to have the penalty in this bill addressed to the shareholder. 

Mr. Cowen. AsI understand it, Mr. Morse, the two provisions were 
one relative to the ground rules concerning the subsidy applicant, the 
other as to the person who would own stock within that corporation, 
so that are you not in both cases setting ground rules, one to apply 
to people who own stock of the applicant ? 

Mr. Morse. All right now. My comment on that covers two as- 
pects. If you establish these ground rules as a condition precedent 
to the award of a subsidy, then you would be treating that subsidized 
operator differently than you would be treating other subsidized 
operators who already have a subsidy contract, because, they now 
having a subsidy contract, their subsidy contract would not be im- 
paired even though one of their shareholders was in violation of the 
provision as to the shareholder himself, whereas the new applicant, 
he could not get the subsidy contract. 

Mr. Cowen. Suppose then the law. as passed, would be retroactive 
and applv to all subsidized lines. Would that not place them all on 
the same footing ? 

Mr. Morse. It would. If the Congress thinks that is desirable, I 
would have no objection. I think it would be a mistake to do so be- 
cause T think some of these people might be in trouble under such a 
provision. 

Mr. Cowen. Yes. g 

I have one further thing which I would like to go into, Mr. Chair- 
man. 
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It is my understanding that you either have or propose to have a 
firm commitment from States Marine as presently composed to the 
effect that following divorcement Global will not compete with any 
present subsidized American line. 

Mr. Morse. Yes. We will take that in two steps, though, please. 
Definitely insofar as trade to go to and from the United States. 

Mr. Cowen. Yes, sir. 

Mr. Morse. And insofar as competition in foreign to foreign areas, 
the Board is considering whether we should not also require that as a 
condition. 

Mr. Cowen. And that firm commitment will be to the effect that, if 
violated, then the States Marine as it will be constituted at that time 
will have violated their subsidy contract ? 

Mr. Morse. That is right. It will be an act of default which will 
give the Board the option of terminating the subsidy contract. 

Mr. Cowen. Well, I am wondering, sir, if there is a divorcement 
which certainly there will be, then will not States Marine be in the 
position of saying, “There has been a divorcement. We have no con- 
trol over what Global might do.” Under that theory, have they de- 
faulted on their contract with the Board relative to subsidy ? 

Mr. Morsr. Yes, if spelled out in the contract, there is no question 
about it in my mind. If in the contract it clearly says that if Global 
does a certain act which is prohibited by the contract, irrespective of 
whether States Marine will have any control over Global after the 
subsidy contract has been executed or irrespective of intent if the 
forbidden act is done, that would constitute an act of default. 

Mr. Cowen. Suppose following the granting of subsidy and the 
divorcement, Global were sold to an entirely new group of stock- 
holders, could that commitment go the one step beyond and control 
the new stockholders ? 

Mr. Morse. I would say no. I would think it should not. You 
would then be, in effect, controlling the assets of an American citizen 
on a basis where he could not dispose of his property except to Ameri- 
cans, and I do not think that is a condition that the committee would 
want to have included. 

Mr. Cowen. That is all. 

The CuHarrman. Mr. Casey. 

Mr. Casey. Mr. Morse, I want to see if I have the proper interpre- 
tation of your discussion of this proposed bill. 

Under this proposed amendment to 605, as I construe it, the Board 
shall not grant subsidy to a company applying for a subsidy if “any 
officer, director, agent, or executive thereof, or person holding or hav- 
ing a beneficial interest in 5 percent or more of the stock of the 
applicant, directly or indirectly, owns, charters, acts as agent or 
broker for, or operates any foreign-flag vessel.” How do you inter- 
pret the extent of that? In other words, would you say that owner- 
ship of one share of stock in, say, Standard Oil, would disqualify 
them? In other words, as you interpret the word “owns,” now under 
your present law when you say some one owns a foreign-flag interest, 
you say they have to own 50 percent or more of that foreign-flag ship, 
do you not, under your interpretation under existing law ? 

Mr. Morse. Just a moment, please. Let me discuss this with my 
geniuses. 
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Mr. Casey, this is a difficult question for me to answer but I will 
do my best. 

If an officer of a subsidized applicant owns one share of stock in 
a foreign corporation that owns a foreign-flag vessel, we would say 
that that disqualifies the applicant. 

Now, if he owns one share of stock in Standard Oil, for example, 
and Standard Oil in turns owns some foreign flag shipping, we would 
apply what we call our rule of de minimis. It may be a st: tutory 
violation but it is of such a minor nature that we do not treat it 
as violating the law under section 804 at the present time. 

Mr. Casry. Would the same rule be applied to this or not? 

Mr. Morse. Yes, I would say we would apply the same rules unless 
there is indication by way of a report from this committee, for ex- 
ample, that the standards we have applied in the past have been too 
lax. 

Mr. Casry. Has there been any court determination of your ap- 
plication ? 

Mr. Morse. No, but we have checked it out with the Comptroller 
General and they have approved the de minimis rule that we use. 

Mr. Casry. But there has been no court determination 

Mr. Morse. No, as far as I know. 

Mr. Casey. And there could be an instance where a court might say 
that. you have been too liberal and under a strict construction they 
might be stuck on this? 

Mr. Morse. That is possible. 

Mr. Casey. In other words, the committee or the Congress, if they 
want to follow the rule you have been following, should possibly 
define what the word “owns” means and a proper definition of this 
word “owns” might clear up a lot of the discussion we have been hav- 
ing with reference to somebody buying one share of stock ? 

Mr. Morse. Yes, but, mind you, we still apply that one share of 
stock, for example, of an officer owning one share of stock in a foreign 
flag activity. If he owns one share of stock in Cunard, for example, 
we say that under section 804 as it now reads that would disqualify 
him to serve as a director. 

Mr. Casry. That would disqualify hin as a director? 

Mr. Morse. Yes, sir. And applying the same reasoning, if the of- 
ficer of the applicant owned this one share of stock in Cunard, that 
would prohibit us from awarding a subsidy contract under this pro- 
posal. 

Mr. Casry. But you can have a subsidize A ~: where 49 percent of 
the stock now is owned by foreign citizens, can you not? 

Mr. Morse. Yes, provided there is not ani pr ovided the control 
of the subsidized operator is still vested in American citizens and, of 
course, provided those aliens are not in the shipping business. 

Mr. Casey. How much are we talking about when we are talking 
about these peo; !e that might own 5 percent of the stock of an appli- 
cant? Are we not talking about a pretty good chunk of money ? 

Mr. Morse. It will v: ivy, of course, from company to company, but 
it is not. a minor amount of money. I do not remember offhand. 
Obviously, 1 in a company having a net worth of $50 million that is 
$214 million of stock in the company. 
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Mr. Casry. It would not hurt anyone that owned that much of a 
shipping company to be a little « ‘autious as to what other investments 
he had, would it ? 

Mr. Morse. It would not hurt him at all. The question is whether 
the investing public would be aware of this condition on his owner- 
ship of stoc k in a subsidized line. 

Mr. Casry. Going back to this word “owns,” we will be specific on 
the percentage of stock owned in the applicant and possibly it would 
be a good idea to clear up some of the misapprehension or possibly 
limiting it percentagewise or make a firm definition of this word 
“owns” in foreign lines, which might clear it up and simplify it con- 
siderably. 

Mr. Morse. That would help. 

Mr. Casey. I have no further questions. 

The CHatrman. Mr. Zincke. 

Mr. Zinckr. Mr. Morse, how far does this de minimis rule go# 
You discussed 1 share of Standard Oil stock. Does it go to 100 shares 
or 1.000 shares or where ? 

Mr. Morse. Subject to checking our records, Mr. Zincke, my off- 
hand information is that it is 1 percent or less that we have ruled as 
de minimis. 

Mr. Zincke. That is all I have, Mr. Chairman. 

The Cuarrman. One percent ? 

Mr. Morse. Or less. In most instances, it has been less than that. 

The Cuatirman. Are there any other questions ? 

Thank you very much, Mr. Morse. 

The last witness in this proceeding will be Mr. Haddock. As I 
understand, you have a short statement on this problem. 


STATEMENT OF HOYT S. HADDOCK, EXECUTIVE SECRETARY, MARI- 
TIME COMMITTEE, AND EXECUTIVE SECRETARY, MARITIME 
UNION LEGISLATIVE COMMITTEE, AFL-CIO 


Mr. mare? K. It will be very brief, Mr. Chairman. I do not have a 
prepared statement. 

The Cnainman. We have a tel egram here from the Seafarers In- 
ternational Union of North Amer Mr. Morris Weisberger, secre- 
tary-treasurer, Sailors Union of the Paci ific, first vice president Sea- 
farers International Union. 

(The telegram follows :) 

SAN FRANCISCO, CALIP., July 16, 1959. 
Hon. Hersert C. BONNER, 
Chairman. House Merchant Marine and Fisheries Committee, 
Washington, D.C.: 

You have pending before your House Merchant Marine and Fisheries Com- 
mittee House bill 7601. This bill would require public hearings on the foreign- 
flag affiliations of U.S.-flag operators, under section 804 of the Merchant Marine 
Act, 1936, before the granting to them of a subsidy contract and at any time 
thereafter. 

The Seafarers International Union of North America, Pacific District, and its 
component unions—Sailors Union of the Pacific, Marine Firemen’s Union, and 
Marine Cooks and Stewards Union—are strongly in favor of this legislation and 
the proper enforcement of section 804. Permitting substanti2l mixed fleg 
operations by U.S. subsidized operators will weaken and eventually destroy 
the American merchant marine. We also urge that this legislation be made 
applicable to those lines who have subsidy applications pending as well as those 
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already under subsidy, since we understand that the foreign-flag affiliation 
problem is a serious one in some of these pending cases. 
Morris WEISBERGER, 
Secretary-Treasurer, Sailors Union of the Pacific; First Vice President, 
Seafarers International Union of North America. 

The Cuarrman,. All right, Mr. Haddock. 

Mr. Happock. Mr. Chairman, my name is Hoyt S. Haddock. J 
am executive secretary of the Joint Maritime Union Legislative Com- 
mittee which represents all of the AFL-CIO maritime unions. We 
appear in favor of H.R. 7601 but we have several suggestions for 
amendments thereto. 

Over the years, we have appeared before this committee many times 
advocating public hearings on this and similar situations so that our 

osition on public hearings is well known. We favor public hear- 
ings. We think that these hearings should be before the Board both 
before an applicant gets a subsidy and after he has a subsidy. If he 
is operating under a waiver, those hearings ought to be before the 
Board and not before the Administrator. 

We also think that this should be a rewrite of section 804, that this 
is where the amendment should apply and not as currently proposed 
in the bill. 

We also think that the proposed bill is too restrictive in that it 
applies only to applicants for operating subsidy. We think that the 
bill should be broadened to cover every type of a company who ob- 
tains aid from the Government so that they would be required to get 
a waiver from the Maritime Board showing that any of their holdings 
or utilization of foreign vessels is not detrimental to the American 
merchant marine. 

I want to be quite specific in what I am saying here because I think 
it is important that the Congress understand what we are saying. 

Weare saying, in effect that, if any oil company, any steel company, 
any manufacturing company of any kind obtains aid from the U.S. 
Government in any form, that that company should be prevented 
from assisting foreign flag vessels if that assistance is going to hurt 
in any way the American flag vessels. It seems to us that this goes 
right to the heart of this very problem. 

For example, under the present act, as all of you know, any for- 
eign-flag company can come in and apply for and get a construction 
subsidy at the present time. We think this is just 180 degrees wrong, 
that this should not be permitted. 

Mr. Totierson. Would the gentleman clarify that? You do not 
mean to say that a foreign-flag operator can get a construction subsidy 
to operate a foreign-flag ship ? 

Mr. Happockx. No, he can get a construction subsidy to operate an 
American-flag ship but he can still operate a thousand foreign-flag 
ships and one American-flag ship if he wants to and the foreign-flag 
ships can and will be in competition with the American-flag ships. 

Mr. Totierson. I just wanted the record clear on that. 

Mr. Happock. We have companies who are doing this very thing 
at the present time. We think this is wrong, and, if you are going 
to face up to this problem, we think that it ought to be faced up to 
right straight acrossthe board. It should not be a piecemeal situation. 

Mr. Mitier. What you are saying, then, is that you cannot be fish 
and flesh at the same time. 
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Mr. Happocx. That is exactly what we are saying. We are saying 
that, if it is wrong to give aid to American companies who are operat- 
ing foreign-flag ships in competition with American-flag ships, that 
itis wrong for everyone, not just a few. 

Mr. Mitier. Using another good old American cliche, you cannot 
run hot and cold at the same time. 

Mr. Happocx. Right. Now, there are several aspects to this bill 
that bother us. For example, we do not think that this bill should be 
made re‘roactive either to present applicants or to present operating 
companies who have waivers. For example, if a company holds a 
waiver now from the Board, that waiver should be permitted to run 
its present course under a new law and then a hearing should be held 
at the end of that waiver by the Board to determine whether or not 
the foreign-flag activities of the company at that point are in con- 
flict with its American-flag activities. 

We also think that this whole question should be a determination, 
actually, as to whether or not there is actual conflict, actual detriment 
to the American-flag operation and not theoretical. For example, it 
seems to me that it could be a very simple thing for a person to own 
5 or even maybe 50 percent of a foreign-flag company and still that 
company not operate in detriment to an American-flag company and 
that this ought to be a question of disclosure. 

The Board ought to be required to determine whether or not this 
is actually happening, whether the foreign-flag company is actually 
operating in competition with American-flag and not whether it may 
operate in competition with American flag. 

I realize that these are very difficult problems to determine. It 
seems to me that they could only be determined really after full dis- 
closure in public hearings on the record. It is possible, and I think 
probably desirable that in the establishment of general guideposts 
that there are many others that could be applied to this type of a 
situation and we have not tried, very frankly, to come up with guide- 
posts. We have not tried to because we have not had sufficient time 
to really study the problem as it was presented in the bill and as it has 
unfolded in our thinking. 

All of you are aware, for example, of the specific guideposts we 

are attempting to suggest in the consideration of transfer of ships to 
foreign flag. We think that perhaps some of those guideposts may be 
brought up and perhaps revised to assist in this particular situation. 
If this type of amendment is adopted, and we hope it is, to apply to 
all persons who receive aid from the American Government, we think 
that the penalty ought to be looked at very carefully and certainly, if 
the penalty does not now exist which would make it unprofitable for 
an American concern to violate the provisions, we think that there 
should be developed a sufficient penalty to discourage him from vio- 
lating the provisions. 
_ Actually, we think that if this sort of amendment is adopted, that 
it will have a very basic effect on the real problem that confronts the 
American merchant marine and, I think, this committee and the 
Congress. 

At the present time, less than 9 percent of our foreign commerce is 
being carried in American-flag ships. We think that this will have 
a very salutary effect toward increasing that percentage. We think 
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it will have a great effect in making available some of the products 
produced by American concerns and imported raw materials for 
a utilization will be channeled to American-fl: ag ships. This is q 

‘eal problem. 

One of the big troubles with this whole act, of course, is that it is 
being applied on a negative basis. It seems to me that we have to get 
around to hay ing it applied on a positive basis so that the American: 
flag shi ps are going to get some benefit latin f being tied down with 
pe nalties so th: at they cannot, for example, go out and build up their 
business as is the current situation. 

A very clear example of what Iam saying when I say that they are 
beine discouraged from going out and building ‘up their tr: ie ro utes 
is that an American company now cannot look at the area which it 
serves and sav, “Well now, I can go in here and do some rome of 
the foreign commerce of the United States and in 20 vears’ time 
double the number of ships I have in this route and the number of sail- 
ings.” He is prevented from doing that. He is encouraged to keep his 
fleet at the present size or let it shrink instead of being encouraged to 
let it grow. For example, we have the abandonment of the trade route 
to Cuba and Mexie 9 that was subsidized by this Government in build- 
ing up that service. The Vv built it up. Then they shifted it to foreign 
flags. Nothing wasever done about it. Asa matter of fact, companies 
who have indicated a real coneern about the situation and a desire to 
get in there and to recapture that service for the American commerce 
have been discoureged from doing this. 

I will go further than that. In my opinion, they have been pre- 
vented from getting in there and really taking over the service and 
building it up. 

These seem to us to be some of the problems. 

This whole question of whether or not you are hurting nate Ameri- 
can merchant mavine by operating foreign-flag ships and so forth, 
is just one of the ] yroblems that is inherent in this whole type of public 
hearing question. 

I think it is very good that the bill has been introduced and it does 
contemplate public hearings. 

I would just point out, for example, that, although I realize that 
the bill was not introduced by the chairman to touch a specific com- 
pany nor did he raise the question of the specific company, reference 
has been made that this bill is aimed at preventing States Marine 
from getting a subsidy. Well, it certainly is our hope that States 
Marine is not going to operate foreign-flag ships that are in competi- 
tion with American-flag ships. We think that if they do, they should 
not get a subsidy and thev should not hold one after they do get it if 
they engage in that situation. but I would point out to this committee 
that if I were a shipowner, I would much rather see States Marine 
take its presently operated American-flag ships and operate them 
under the American flag in accordance with the provisions of the 
1936 act than to put those ships under foreign flag and operate them 
against meif I were a subsidized company, because their operating 
costs would probably be about one-fourth less than if they were oper- 
ating them under a subsidy, and I am sure they would give me a lot 
more trouble competitionwise. 
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Certainly, we want to see States Marine get her subsidy. We want 
to see all of these applicants who are applying for subsidies get 
them if they are not going to operate foreign-flag ships in competition 
with their American-flag ships or with other American-flag ships. 
We think this is the test, not whether it is a stock transaction or not. 

We are very concerned about the stock transactions. Very frankly, 
we do not understand them but, for example, my wife and I own some 
mutual fund stock. These mutual funds are buying and selling stocks 
all the time and I think it would just be an impossible task to deter- 
mine whether or not you own an interest in a foreign company or a 
company that owns an interest in foreign-flag ships if you are engaging 
in savings through the mutual funds, for example. It really opens 
up to me an almost impossible situation to comprehend. 

I just cannot really, in my own mind, think through how any Gov- 
ernment agency in this stock transaction situation could determine 
that the owning of stocks should be the guide as to whether or not you 
are in competition with yourself. It seems to me that it really has to 
go down to the question, are the ships that you own an interest in 
actually competing with the American-flag vessels, and whether or not 
the stock transactions mean that you are going to drive investors 
away from the American companies completely? I just do not know 
the answer. 

It seems to me it would really take some experts in stocks to look 
into that and really come up with the answers. 

I think, Mr. Chairman, that that is about as short as I can get 
this. I can talk all day, of course. 

The Cuarrman. Thank you very much, sir. 

Are there any questions ? 

Mr. Totierson. I have a question, Mr. Chairman. 

As I understood you, you would favor an American-flag operator 
on a route expanding his operations to the point where he might dou- 
ble the number of ships that he has and, of course, increase the num- 
ber of voyages and when you say that an American operator is dis- 
couraged, you have reference to the fact that there are voyage limita- 
tions in the appropriations legislation ? 

Mr. Happocx. Not only voyage limitations but there are operating 
procedures in the Maritime Administration that prevent them from 
doing this. For example, they are not permitted to carry full cargoes 
of various commodities without specific authorization from the Board 
on that cargo. ; 

This means that they cannot go out and solicit full cargoes of 
various commodities. 

Of course, these cargoes are moving over his trade route. Eighty 
percent of the commerce over his trade route is this type of cargo. 
Yet he cannot go out and solicit them. 

Mr. Totiterson. The bulk of it would be carried by whom, foreign 
flag? 

Mr. Happock. Foreign-flag, and actually we are engaged in my 
opinion in subsidizing foreign-flag companies. 

Mr. TotiEeFson. To the extent that we prevent our companies from 
carrying more cargo ? 

Mr. Happock. That is right. 





216 -FOREIGN-FLAG AFFILIATIONS OF SUBSIDIZED OPERATORS 


Mr. Miuter. Under what conditions can a company be prohibited 
from loading its ship to its maximum capacity ? 

Mr. Happock. I am not familiar with all the conditions bee: ause I 
am not an operator, obviously, but I know, for — that Lykes’ 
ships in the port of Houston, as I underst: and it, cannot now load @ 
full cargo of cotton, for example, and this is a ‘gener al commodity, 
that is not a bulk commodity, without the permission of the Board, 

I know that it cannot load a full cargo of sulfur, for exam dle, a 
full cargo of grain, a full cargo of bulk fertilizer, a full cargo of coal, 

Mr. Mitier. What is the reason for it ? 

Mr. Happock. I do not know. The only thing I can see is that it 
just wants to keep them out of this sort of trade. 

Mr. Mitzer. Mr. Chairman, I think that charge is sufficiently seri- 
ous that we ought to pose this question to the Maritime Board. 

The Cr “ite MAN. A lot of things have come up during these hearings 
that have been very interesting. I am interested in what he says but 
probably we will have to take that matter up some other time. 

Mr. Mixer. I do not expect to go further, but I think we ought to 
definitely write a letter to the Maritime C ommission and tell them to 
come up and give us the reason for this, to examine this testimony and 
answer it. 

The Cnarrman. We will do that when we get a chance. 

Are there any further questions 4 

Thank you very much, Mr. Haddock 

Mr. Happock. Thank you, Mr. Chairman. 

The Cuamman. That will conclude the hearings and we will have 
an executive meeting and go over this bill and see what we can do, 


(Whereupon, at 11:55 a.m., the committee adjourned, subject to 
the call of the Chair.) 


x 








